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PREFACE 

While this edition of the Elements of Accounts is intended primarily for use in the author's 
classes in Simmons College, it seems advisable to set forth certain reasons for adding one more 
to the numerous texts on bookkeeping and accoimting which are available for use in private schools, 
high schools and colleges. 

Any one mterested in the book will, Upon examination, observe that the greater part of 
the material given for practice work is of a type entirely different from that included in the text- 
books which are in general use. It is the author's cont^tion that in many schools where book- 
keeping is taught, too much time is devoted to mercantile and manufacturing accounts, to the 
entire neglect of various other types of bookkeeping which are of great importance. 

An attempt has been made, therefore, to provide material of a different character for those 
schools giving courses in bookkeeping, which do not wish to specialize in mercantile and manu- 
facturing accoimts. The fimdamental principles of double-entry bookkeeping are taught by 
means of a few short exercises in mercantile accoimts, followed immediately by an application of 
these principles to the accoimts of private individuals and professional men, small shops and 
institutions such as libraries, clubs, hospitals, and organizations of various kinds. Such material 
gives adequate practice in the application of accoimting principles, makes a more practical appeal 
to many students and, at the same time, fits directly for the kind of work which a great many 
graduates of our schools will be called upon to do. Considerable attention is given to the prepara- 
tion of financial reports for publication, work which is often included in the duties of the private 
secretary. The Federal Income Tax, as applied to individuals, is discussed in detail and a problem 
given in filling out the necessary blank for the Collector of Internal Revenue, which is work that 
the bookkeeper or private secretary is frequently called upon to do for private individuals, business 
and professional men. The fundamental principles of corporation accounts and investments 
are discussed from a practical point of view and in such a manner as will supply such information 
along these lines as the average individual needs in order to look after his affairs in a businesslike 
manner. A variety of supplementary drills and exercises are supplied for practice work involving 
the use of accounts peculiar to various lines of business. The treatment of business forms and 
papers is necessarily incomplete owing to the limitations of the present edition of the book- 
It will be observed that detailed instructions for working out the different exercises and for 
recording the transactions involved have been omitted, as many teachers feel that those instructions 
which are actually needed in writing up the required exercise should be supplied by the teacher 
rather than by the text. Both instructor and pupil benefit by being obliged in this way to make a 
careful preparation for each lesson. 

The script work in the book was done by Mr. Rajmiond G. Laird, Head Master, Roxbury 
High School, Boston, to whom the author is indebted for many helpful suggestions in the prepar- 
ation of the book. 

CHARLES F. RITTENHOUSE. 
300 The Fenway, Boston, Massachusetts. 
August 1, 1915. 
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ELEMENTS OF ACCOUNTS. 



§ 1. Bookkeeping is the recording in a systematic manner of business and financial transac- 
tions in appropriate books. 

§ 2. There are two methods of keeping books, known as Double Entry and Single Entry. 

§ 3. Double Entry is the name given to that method of bookkeeping which is based upon 
scientific principles. Every transaction is an exchange of value, something being given in exchange 
for something received; this exchange from a bookkeeping standpoint is always of equal value. 
Double Entry bookkeeping, in recognition of the two-fold character of all business transactions, 
provides for recording the thing given as well as the thing received; it is obvious that the result 
in every case is a ** double entry." Under this method, the careful analysis of all transactions and 
the detailed classification of the items involved in the equation between things given and things 
received place the subject of bookkeeping quite properly among the applied sciences. 

§ 4. Single Entry is the name given to any method of bookkeeping which is not based upon 
scientific principles. The practice of single entry may vary all the way from the keeping of per- 
sonal expense accounts to a fairly complete record of transactions by a mercantile house or an 
institution. At best this method is but a " makeshift," and is seldom foimd in practice where any 
importance is attached to the bookkeeping records. Where used, it generally provides for noth- 
ing more than a record of cash receipts and disbursements, and in mercantile houses, for accounts 
with persons with which the business has dealings. By this method an entry is made for only one 
side of the exchange in a transaction, hence the name ** single entry." Little attention is given 
to this method in textbooks on the subject of bookkeeping. 

§ 5. Debit and Credit: These are technical terms used in the application of the principles 
of bookkeeping. The terms chiefly denote position, debits by universal custom being entered on 
the left side of an account; credits, on the right. 

§ 6. General Rules for Debiting and Crediting: Debit the thing received, the receiver, and 
that which represents an expense or a loss; credit the thing given, the giver, and that which rep- 
resents a profit or an income. 

§ 7. Debtor and Creditor: A debtor is one who owes; a creditor, one who is owed. These terms 
apply only to personal accounts and should not be confused with debit and credit. 

§ 8. An account is an appropriate title given to the classification of debits and credits; this 
applies to titles of things given and received, names of persons with which the business has deal- 
ings, and the names given to the various sources of income and kinds of expense. An account has 
two sides: a debit, or left side; and a credit, or right side. Examples are accounts with Cash, 
Expense, Wages, Sales. 

§ 9. Journalizing is the fundamental process in bookkeeping and consists first of determin- 
ing the accoimts to be debited and credited in a business transaction and of recording the trans- 
action in the Journal. The term is often used when only the mental process of determining debits 
and credits is referred to, regardless of the book in which the entry is made. 

§ 10. The books commonly used in a study of the elementary prindples of bookkeeping are 
a Journal and a Ledger. In actual practice, however, these books are not used alone, other books 
being added to provide more convenient and systematic records, according to the needs of a par- 
ticular business or institution. 

§ 11. The Journal, as it is used in an elementary way, is a book in which a record is made 
of every business transaction as it takes place, a debit and a credit to the proper accounts being 
shown with the corresponding amount. (See Form 1, page 6.) 

In actual practice, when used in connection with other books of original entry, the Journal 
is used only for those transactions which do not naturally belong in any other book. Memoranda 
and data of an historical nature are often recorded in the Journal. 
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§ 12. The Ledger is commonly called the " book of accoimts," because it contains all the 
accounts kept by a business or an institution. The debits and credits to each account are brought 
together in this book, under its proper title, so that a summary of aU transactions affecting the 
account is shown. (See Form 2, page 8.) 

§ 13. Books of original entry are those books in which entries are made for daily transactions 
and, from which posting is done. Examples: Cash Book, Journal, Sales Book, Voucher Register. 

§ 14. Auziliaiy books are those books which aid in the keeping of complete records but which 
are not used as regular books of entry. As a rule, no posting is done from such books. Examples: 
Check Book, Stock Certificate Book, Petty Cash Book. 

§ 15. Posting is the process of transferring the debits and credits from the books of original 
entrj'^ to their respective accounts in the Ledger. 

Posting is usually done daily during the bookkeeper's spare time, an effort being made to keep 
the entries posted to date as nearly as possible. By this means, the condition of every ledger ac- 
cotmt is known at all times and the trial balance can be taken promptly at the end of the month. 

§ 16. Folioing is the process of placing next to each debit or credit in a book of original entry 
the ntmiber of the page to which the item is posted in the ledger; also, of placing in the ledger the 
number of the page and the initial of the book from which the entry came. Folioing is a part of 
the process of posting. 

§ 17. A Trial Balance is a periodical test made of the Ledger to see if the sum of all debits 
equals the sum of all credits. As each transaction consists of an exchange of equal value, result- 
ing in the same amount being posted to both the debit and credit sides of the Ledger, it follows 
that at any time when all the posting has been done, the two sides of the Ledger should balance. 
(See Form 3, page 9.) 

The trial balance is one of the great advantages of double entry bookkeeping and is one of its 
most interesting features, as well. By means of it there is a constant check upon the accuracy of 
the bookkeeper as well as a periodic summary of all transactions showing the general trend of 
the business. 

It should constantly be borne in mind that a clencal error is not revealed by a trial balance 
if it has affected both sides of the Ledger alike. 

§ 18. A profit is any item which represents a gain, an increase in value, or a rettuti to the 
owner of a business. 

A loss is any item of expense or any decline in the value of property. 

Assets are those things of a money value owned by a business or an institution. Assets are 
frequently called resources. 

Current Assets are those assets which are in a constant state of change resulting from busi- 
ness operations. Examples: Cash, Notes Receivable, Accounts Receivable, Merchandise on Hand. 
Also called Floating Assets and Quick Assets. 

Fixed Assets are those of a permanent nature bought to be used in carrying on the business. 
Examples: Real Estate, Machinery, Office Equipment. 

Liabilities are the debts of a business or an institution. 

Current Liabilities are those which are maturing from day to day, as Accounts Payable and 
Notes Payable. 

Fixed Liabilities are those of longer standing, as Mortgages and Bond Issues. 

§ 19. A Profit and Loss Statement is a stmimary of the accounts which represent either a 
profit or a loss to the business, arranged in such a manner as to make clear the sources from which 
all profits were derived and the various classes of expenses and losses. The excess of profits over 
losses is called net profit; excess of losses over profits, net loss. 

This statement is also called a Business Statement, a Loss and Gain Statement and an Income 
and Expense Statement. 

§ 20. A Balance Sheet is a summary of assets and liabilities and shows the exact financial 
condition of a business or institution. The excess of assets over liabilities is called net worth and 
m a business conducted by an individual or by partners is represented by the net investment plus 
the net profit or minus the net loss. 

The net investment is the original investment less any withdrawals of cash or gx>ds. 
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The Balance Sheet is frequently spoken of as a Financial Statement, Statement of Condition, 
Statement of Resources and Liabilities, Statement of Assets and Liabilities. 

§ 21. Some General Principles Appljring to Accounts: 

Every account belongs either to the Profit and Loss group or to the Balance Sheet group. 
Balance Sheet accoimts are often spoken of as Real accounts; Profit and Loss accounts, as Nominal 
Accounts. 

Losses are always debits; profits are always credits. 

Assets are always debits; liabilities are always credits. 

Surplus is always a credit; deficit is always a debit. 

An account with a debit balance shows, therefore, either a loss or an asset; an account with a 
credit balance, either a profit or a liability, or an element of net worth such as the investment 
accoimt of the proprietor or partners, or a surplus. 



RULES FOR DEBrrraO AND CREDITING THE ACCOUNTS THAT ARE COlfMON TO 

A MERCANTILE BUSINESS 



§ 22. Proprietor of a Business. 



PROPRIETOR 



Debit: 

With withdrawals of either cash or mer- 
chandise. 



Credit: 

With investments of cash or property in 
any form. 



The balance represents the net investment. 

At the time of closing the books, the accoimt is credited with the net profit or debited with 
the net loss, after which the balance shows the net worth of the proprietor. 



§ 23. Cash. 



CASH 



Debit: Credit: 

With all cash received. With all cash paid. 

The balance shows the cash on hand and is an asset. 

Cash in a bookkeeping sense includes coin, paper money, checks, bank drafts, express and 
post office money orders. 



\ 24. Purchases. 



PURCHASES 



Debit: 

With merchandise purchased at cost price. 

With freight on goods bought tmless a 
Freight and Cartage account is kept, which 
is the more conmion practice. 

The balance represents net purchases and, mmus the inventory at the end of the period, shows 
the cost of goods sold. 



Credit: 

With goods returned; with goods taken 
from stock by the proprietor; with goods sold 
to employees at cost. 



§25. Sales. 



SALES 



Debit: 

With returned sales. 

The balance represents net sales. 



Credit: 

With sales. 
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§ 26. Ei^nse. 



EXPENSE 



Debit: 



Credit: 

With any rebates or returns realized from 
what was originally charged to the account. 



With all expenses of the business not 
charged to special accounts which may be 
kept with certain classes of expense. 

The balance represents the expenses of the business. 

Some of the common expenses of a business are rent, fuel, light, telephone, postage, repairs, 
janitor service, insurance, clerk hire. 

§ 27. Accounts Receivable. 

This term includes all accoimts with customers and with other persons indebted to the business. 

ACCOUNTS RECEIVABLE 



Debit: 



Persons when they become indebted to 
the business. 



Credit: 

Persons when they pay the business or 
are given credit for goods returned or allow- 
ances made. 

The balance represents the amount owing by the person and is an asset. 

Note. — Accounts Receivable is a general term applying to all personal accounts of the class indicated. In 
applying the rules given, the student should always debit or creait the individual customer concerned in the 
transaction. 

§ 28. Accounts Payable. 

This term includes all accounts with creditors. 

ACCOUNTS PAYABLE 



Debit: 

Persons when we pay them on accoimt or 
are given credit for goods returned .or for 
allowances made. 

The balance represents the amoimt owing by us and is a liability. 

(See note above applying to Accounts Receivable.) 

§ 29. Notes Receivable. 

NOTES RECEIVABLE 



Credit: 

Persons when we become indebted to 
them. 



Debit: Credit: 

At face value for all notes or written At face value with all notes paid in full ; 

promises to pay which are received. with partial payments made; with notes dis- 

counted at bank or transferred by endorse- 
ment to third parties. 
The balance is always a debit showing the total of all notes held by us and is an asset. 

§ 30. Notes Payable. 

NOTES PAYABLE 



Debit: 



Credit: 

At face value with aU notes issued. 



At face value with notes paid in full and 
with partial payments made thereon. 

The balance is always a credit which shows the total of all notes outstanding and is a liability. 

§31. Interest. 

INTEREST 



Debit: 

With interest paid. 

The balance if a debit represents a loss; if a credit, a profit 



Credit: 

With interest received. 
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§ 32. Discount. 



DISCOUNT 



Credit: 

With discount allowed to us on notes 
taken by us at less than their face value. 



Debit: 

With discount allowed by us on notes dis- 
counted at bank or endorsed to private 
persons. 

The balance if a debit represents a loss; if a credit, a profit. 

Freouently, no distinction is made between Interest and Discount, only one account being 
kept, called Interest, or Interest and Discount. 

§ 33. Merchandise Discount. 

MERCHANDISE DISCOUNT 



Debit: Credit: 

With discount allowed by us for the pay- With discount allowed to us on bills paid 

ment of a bill of goods within the term of within the term of discotmt. 
discoimt. 

The balance if a debit represents a loss; if a credit, a profit. 

Frequently, two accounts are kept, one called Discounts on Purchases; the other, Discounts 
on Sales. 



§ 34. Real Estate. 



REAL ESTATE 



Debit: Credit: 

With the original cost of the property and When sold with the sale price, 

with improvements and additions which in- 
crease its value. 

The balance represents the cost of real estate owned and is an asset; or if it has been sold, 
the balance before closing the books shows the profit or loss resulting from its sale. 

A separate account should be kept with each piece of property owned, the name of the ac- 
count indicating the location; as 727 Simimer Street; Lakeville Apartments. 

All expenses connected with the maintenance of the property should be charged to a separate 
account, care being taken that a distinction is always made between an outlay which is in the 
nature of an improvement and one which is a maintenance expense. 

§ 35. Furniture and Fixtures. 

FURNITURE AND FIXTURES 



Debit: 



With the cost of furniture and equipment 
purchased. 



Credit: 

With the cost of furniture and equipment 
disposed of. 

The balance shows the cost of furniture and equipment on hand. 

Furniture and fixtures include shelves, counters, desks, chairs, tables, typewriters, adding 
machines, safe, cash register, filing cabinets. 



§ 36. Office Supplies. 



OFFICE SUPPLIES 



Debit: 



With the cost of office supplies purchased. 



Credit: 

With supplies sold or returned for credit. 



The balance shows the amount expended for office supplies during a fiscal period and, less the 
amount of supplies on hand, represents a loss. 

Office supplies include stationery, typewriter paper and supplies, pencils, pens, ink stands, ink, 
paper clips, etc. 
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FORM 1. MODEL JOURNAL 



T"^ T^u-^iyfi-?^ 






^, 



^i«-«^^ 






5^- 



'>yitj^U^Z'<iC^ 



/OW-^W^ /^tfy.1^. ^r7Z^r^<^^>i^/ / 1^.l£^ 




yt>ci.'d''Ay. 






J^ 






lC 



^CL-d^^ 



<^2t-fr'is^J^e»^•'**«^4^..<^^*^-l.tf^ 



.?•_ 









'ti.^-reC^ O^^^Ia^Ka. 



6_ 



/^CcAycA-COd^^ 



yyur?^z^./S^'^>€4y?'^.^e^ 




icAz/4^ 






T^.^'C-iktl ^iyc.e^t>e/-tty^-C£y 



'0^ci^<i-A,' 



/ 



S.^,^.^£iui^'^^. 



Jtr^ TQ 7/^,.^rrt.^7n.^^^, 



.'^o.eyi'C^^^/^.yL^^yv^^dA^c^. 






./o. 



riz^t^€/ /^ ^^Qj^'fO'i^'^u^'U' 



.^Uft'^^ 






^o oo 



^oo 



3XS 



^ Oi 



y/x. 



3rx 



^%% 



^^ 



>^ 



x/^j>s 



ji.Ci 



/o 

//6 



js 



Soo 



K^XJ — 



7/^. 



Jrx 



^x-x- 



x/^ 



Jz 



/v/- 



>vr 



7^ 



^o 



^/^/^ 



ELEMENTS OF ACCOUNTS 7 

EXERCISE 1 
November, 191 — 
Make entries for the following transactions on a sheet of Journal paper; nttmbers to the left 
of the transactions indicate dates; nttmbers in parentheses following the transactions indicate the 
preceding sections containing rules to be followed. 

1. Robert Shaw establishes a wholesale dry goods business, investing $10,000 in cash. (See 
sections 22 and 23.) 

2. Bought, for cash, furniture and fixtures costing $1200. (See sections 23 and 35.) 
2. Bought ofl5ce supplies for cash, $50. (See sections 23 and 36.) 

2. Bought, for cash, coal for use in the store, $72. (See sections 23 and 26.) 

3. Bought, for cash, of the Arlington Mills merchandise, $3200. (See sections 23 and 24.) 

4. Bought of A. Chase & Co., for cash, merchandise costing $1650. 

5. Sold merchandise to Charles Biuton & Sons for cash, $1975. (See sections 23 and 25.) 

6. Sold merchandise to W. A. Wallace for cash, $2750. 

6. Bought of Acme Shirtwaist Co., for cash, merchandise, $450. 

7. Sold merchandise to Thomas Perkins & Co. for cash, $800. 

8. Paid rent for the month in cash, $100. 

8. Paid clerks' wages for the week, $60. (See sections 23 and 26.) 

9. Sold merchandise to Joseph Wilson for cash, $1370. 

10. Bought of Hub Manufacturing Co., for cash, merchandise, $1250. 
On a sheet of Ledger paper open accoimts with all the separate accoimts which you have 
debited or credited in the preceding transactions, allowing one-foiuth of a page to each. 
Take a Trial Balance. 
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FORM 2. MODEL LEDGER 
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FORM 3. MODEL TRIAL BALANCE 
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EXERCISE 2 

December, 191 — 
1. R. S. Barrows began the wholesale dry goods business, investing cash, $10,000. He engages 
you as bookkeeper at $15 per week. 

1. Bought furniture and fixtures for cash, $2000. 

1. Bought office supplies for cash, $112. 

2. Bought merchandise of the Hub Manufacturing Co. for cash, $4125. 

2. Paid rent of store for December, $200. 

3. Bought merchandise of the Acme Waist Co. for cash, $2327.50. 

3. Sold merchandise to J. C. Lyons & Co. for cash, $637.80. 

4. Sold merchandise to Adams Bros, for cash, $1020.45 

4. Bought merchandise of the Arnold Print Works on accotmt, $1420. (See section 28.) 

5. Sold merchandise to the Morgan Co. on accotmt, $1690. (See section 27.) 

5. Bought merchandise of the Colonial Cloak Co. on accotmt, $921.50. 

6. Sold merchandise to Thomas Shepard on accotmt, $327.75. 
6. Pay clerks for the week, $190; bookkeeper, $15. 

8. Sold merchandise to W. L. English on accotmt, $582. 

8. Gave the Colonial Cloak Co. promissory note at 10 days, bearing interest at 6%, in payment 
of bill of the 5th. (See section 30.) 

9. Received promissory note at 10 days, bearing interest at 6%, from Thomas Shepard in pay- 
ment of bill of the 6th. (See section 29.) 

10. Sold merchandise to H. E. Stevens on accotmt, $1370.65. 

10. Received check from W. L. English to apply on bill of the 8th, $300. 

11. Bought merchandise from the Hub Manufacttiring Co. on account, $1160. 

11. R. S. Barrows withdrew for personal use, $100. (See section 22.) 

12. Sold merchandise to J. C. Lyons & Co. on accotmt, $2118.20. 

12. Received note at 10 days bearing interest at 6% from H. E. Stevens to apply on bill of the 
10th, $500. 

13. Pay clerk hire and wages of bookkeeper for the week. 

13. Received check from W. L. English to apply on bill of the 8th, $100. 
15. Sold merchandise to Adams Bros, on accotmt, $765. 

15. Bought merchandise from Hub Manufacturing Co., $450. Terms, 3% discotmt in 10 days. 

16. Received check from The Morgan Co. for $500 and note at 30 days for $750 without inter- 
est, to apply on bill of the 5th. 

16. Bought merchandise of the Acme Waist Co. on accotmt, $325. 
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17. Sold merchandise to J. C. Lyons & Co., $872.50. Terms, 1% discount in 10 days. 
17. Sold merchandise to Thomas Shepard on account, $1250. 

17. Gave Hub Manufacturing Co. check for $500 in part payment of bill of the 11th, and note 
for 10 days bearing interest at 6% for the remainder. 

18. R. S. Barrows withdrew from stock for family tise, merchandise which cost $25. (See section 
24.) 

18. Sold merchandise to W. L. English on account, $482.75. 

18. Gave Colonial Cloak Co. check for the note due today with interest. (See sections 30 and 31.) 

19. Bought merchandise of Colonial Cloak Co. on account, $732.80. 

20. Received check from Thomas Shepard in payment of note due yesterday with interest. 
(See sections 29 and 31.) 

20. Paid clerk hire and bookkeeper's wages for the week. 

22. Gave Arnold Print Works check for $1000 to apply on bill of the 4th. 

23. Bought merchandise of the Arnold Print Works on account, $525. 

24. Paid Hub Manufacturing Co. bill of the 15th less 3% discount. (See section 33.) 
24. Received check from H. E. Stevens in payment of note due the 22d with interest. 
24. Sold merchandise to J. C. Lyons & Co. on account, $1175. 

26. Sold merchandise to Adams Bros., $400, taking their note at 30 days in payment. 

27. Received check from J. C. Lyons & Co. in payment of bill of the 17th less 1% discoimt. 
27. Gave note at 60 days to Colonial Cloak Co. for $250 to apply on bill of the 19th. 

27. Paid Hub Manufacturing Co. for note due today with interest. 

27. Paid clerk hire and wages for the week. 

28. Bought merchandise of Acme Waist Co. on account, $1900. 

29. Sold merchandise to The Morgan Co. on account, $1962.70. 

30. Gave Acme Waist Co. note at 90 days to apply on accoimt, $1000. 

30. Pay freight bills on goods purchased during the month, $360. (See section 24.) 

30. Discoimt at the Commercial Bank for the unexpired time, note of $750 received from The 
Morgan Co. on the 16th. (See section 32.) 

31. Adams Bros, returned for credit a part of the goods sold them the 26th, $52.60. 
31. Pay gas and electric light bills for the month, $39.12. 

31. Bought merchandise of the Arnold Print Works, $2512.60; gave in part payment note at 
60 days for $1000 and check for $500. 
(a) Open aU necessary Ledger accounts. 
(6) Post and take a Trial Balance. 

(c) Prepare a Profit and Loss Statement. Merchandise inventory, $6122.50. 

(d) Prepare a Balance Sheet. 

(e) Make closing entries and post them. 
(/) Rule Ledger accoimts. 

The following models are to be used in the preparation of the statements asked for and in mak- 
ing the closing entries: 



BALANCE SHEET, December 31, 191— 
Assets 

Cash **** 

Notes Receivable .' **** 

Accounts Receivable **** 

Merchandise Inventory **** 

Furniture and Fixtures **** 

Total Assets 



Liabilities and Net Worth 

Notes Payable ; **** 

Accounts Payable **** 

Total Liabilities 

Net Worth: 

R. S. Barrows, Investment **** 

Less: 

Drawings **** 

Net Investment **** 

Add: 
Net Profit **** 



*«** 



ELEMENTS OF ACCOUNTS 11 

PROFIT AND LOSS STATEMENT, December 1-31, 191— 

Gross Sales **** 

Less: 
Goods Returned **** 

Net Sales. 

Deduct: 
Cost of Goods Sold: 

Net Purchases **** 

Less: 

Inventory, December 31 **** 

Gross Profit on Sales 

Add: 

Merchandise Discoimt 

Total Profit 

Deduct: 

Expense **** 

Office Supplies **** 

Discount ***♦ 

Interest **** 

Net Profit 



«*** 



*«** 



**** 



**** 



*«*4i 



Total Liabilities and Net Worth **** 



§ 37. Closing Entries: There are two ways by which the Ledger may be closed: (1) By 
cross entries made directly in the Ledger, (2) by closing entries made in the Journal and posted to 
the Ledger. 

While either method accomplishes the same ptirpose, the closing through the Journal is based 
upon sounder bookkeeping principles; the reason in support of this method is that the Ledger is 
the book of accounts, and aU items appearing therein should be posted from a book of original 
entry. 

Closing the Ledger consists of closing all profit and loss accounts, leaving the balance sheet 
accounts open. This is done at the end of a fiscal period in order that accounts with operating 
expenses and with income may be started anew at the beginning of the next fiscal period. 
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§ 38. Profit and Loss Account: A profit and loss account is opened in the Ledger into which 
the profit or loss shown by each account of this class is closed, profits being posted to the right of 
the account and losses to the left; the balance shown by this account after all accounts showing a 
profit or a loss have been closed into it, represents the net profit, if a credit; the net loss, if a debit. 
This balance is carried to the proprietor's account which closes the profit and loss account, while 
the proprietor's interest in the business as represented by his account is correspondingly increased 
or diminished as a result of the business operations of the period. 

CLOSING ENTRIES, December 31, 191— 

Sales **** 

Purchases **** 

To close into the Sales accoimt the cost of goods sold during December, leav- 
ing a balance to the Purchases account equal to the inventory of 12/31. 

Sales **** 

Profit and Loss **** 

To close into the Profit and Loss account the gross profit on sales for December. 

Merchandise Discotint **** 

Profit and Loss **** 

To close into the Profit and Loss account all accounts which represent a 
profit. 

Profit and Loss **** 

Expense **** 

OflBce Supplies **** 

Discount **** 

Interest **** 

To close into the Profit and Loss accoimt all accounts which represent a loss. 

Profit and Loss **** 

Proprietor **** 

To credit the proprietor with the net profit for the month of December. 
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CASH BOOK 

The Cash Book is a book in which all cash receipts and payments are recorded. In its usual 
form it is a double-page book, all cash receipts being recorded on the left-hand, or debit page, and 
all cash payments, on the right-hand, or credit page. When a Cash Book is used, no entries for 
cash receipts and payments are made in the Journal. The same principles of debit and credit, 
however, apply to an entry made in the Cash Book as to an entry for the same transaction in the 
Journal. For example, if $500 cash is received from W. H. Brown on account, the entry journal- 
ized would be " Cash to W. H. Brown, $500.'* The same entry would be recorded in the Cash 
Book on the debit side. By doing so, Cash is automatically debited without the word " Cash *' 
being written as is necessary in a Journal entry. W. H. Brown, the account credited, is entered 
in the space for that piupose followed by an explanation and the amoimt entered in the proper 
money column. The same reasoning applies to the entry made on the credit side of the Cash Book 
to record a payment of cash. 

At any time the difference between the debit and credit side of the Cash Book should 
equal the cash on hand as shown by the balance on the stub of the Check Book plus any cash that 
may be in the drawer or safe. The process of determining whether these balances are in agreement 
is called " proving cash," which is done at least once a day. 

The Cash Book is balanced at the end' of the month. At the time of closing the Cash Book at 
the end of the month, the total of the cash receipts for the month is posted in one amount to the 
debit side of the Cash account in the Ledger; the total of the cash disbursements is likewise posted 
in one amount to the credit side of the Cash account. 

In actual practice, the Cash Book is usually the most important book of original entry. How- 
ever, it is rarely foimd in the form illustrated in the model given below, although this is the form 
which will be used in the elementary Cash Book exercises which are given. In practice, the Cash 
Book is usually provided with special columns corresponding to the principal classes of receipts 
and disbursements of an ordinary business house or institution. By the use of special columns, 
the bookkeeping is better systematized and the ntmiber of postings considerably reduced, as the 
monthly totals of aU special columns are posted to the proper Ledger accoimts instead of individual 
items, as is necessary when a simple form of book is used; it will also be seen that a great deal of 
space is saved in the Ledger because of the reduced number of postings. 

Many large business houses and institutions find it more convenient to keep a Cash Receipts 
Book and a Cash Disbursements Book instead of a single Cash Book. Some of the advantages 
of keeping receipts and disbursements in two separate books are: 

(1) The width of either book may be adapted to the ntimber of special columns required. 

(2) Waste of space is avoided. In some businesses the receipts considerably exceed the dis- 
bursements in ntmiber; in others the disbursements are in excess of the receipts. If only one book 
is used for cash transactions, there is much waste space from forwarding to a new page and from 
balancing at the close of a month. 

(3) Where the clerical work of the oflSce is divided among several bookkeepers the work may 
be planned to better advantage. Cash receipts are usually heavier in the morning, whereas most 
of the disbursements are more conveniently recorded during the late afternoon. A clerk may thus 
be using the Cash Disbursements Book for posting or other purposes during the morning, while 
the cashier is recording the receipts, and may correspondingly have the use of the Cash Receipts 
Book in the afternoon while the disbursements are being written up. 

EXERCISE 3 
Design a Cash Book on journal paper according to the model form shown on next page and 
record therein the cash transactions occurring in Exercise 2. Close the Cash Book as of Decem- 
ber 31. 

. EXERCISE 4 
Record the following transactions in a Cash Book and balance the book after entries are made. 

May 1, 191— 

1. Balance $3124.12. 

2. J. W. Monroe pays his account of $115. 

3. Gave A. C. Bell our check for $75 in payment of one month's rent of store. 



14 



ELEMENTS OF ACCOUNTS 



FORM 4. 



DAre 



^ 



/ 
/ 

/ 

1 

/O 
/% 

/S 

zs 

Jo 
3/ 



i.^ AccouAfT c/^eo/reo 






£XPLA/>fATiOA>f 



*'^7f^* 






fS'^t'C'CUyK^t/ 




4. Paid A. W. Stone's invoice of August 18, amounting to $1693.50, less 2% discount. 

5. Discounted note of C. W. Norris for $320 at the First National Bank; period of discount, 
27 days; rate of discount, 4%. 

6. Paid freight on invoice of goods received from Wanamaker & Co., $17.85. 

7. A. P. Smith, traveling salesman, reports this week's expense biU $61.20, and we remit him 
New York draft for this amount. 

8. An office desk which we do not need has been sold to H. L. Parker for $45. 

9. Paid our taxes on property located at 165 Elm St., $41.20. 

10. Randell & Co. have sent us a check in payment of a bill of goods amounting to $387.25 
sold them April 1, less 3%. 

11. Received a check of $175 from A. W. Summer to apply on a note of $500, which we hold 
against him. 

12. Paid our note of $270 due today, held by the Fourth National Bank, with 90 days* accrued 
interest at 6%. 

13. Received a check from Miller Bros, for $17.50 in payment of interest on a note which we 
hold against them. 

14. Loaned W. H. Wilson $200, and took his note for 60 days as security. 

15. Cash sales of merchandise for the day amount to $97.40. 

16. Bought of W. A. Clark Coal Co., 16 tons coal at $7.80 per ton. 

17. Discounted our $200 note at the First National Bank and received credit for the proceeds. 
Discounted at 53^% for 4 months. 

18. J. E. Maynard went into bankruptcy some time ago, owing us at the time a book account 
of $76.38. His affairs have now been settled up and his creditors now receive 40% of amounts due 
them. We receive a check on this basis. Make the entry to close his account. 
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19. C. E. Williams hais drawn a sight draft on us for $145 in payment of our accoimt with 
him in favor of J. W. Cole which draft, we have honored. 

20. Paid salaries of bookkeepers and stenographers for the week, $60. 

EXERCISE 5 

(Follow instructions for Exercise 4) 

Jime, 191— 

1. Balance, $4722.85. 

2. E. B. Himt pays $225 on his account. 

3. Cash sales of merchandise reported by our delivery wagon amount to $22.50, which amount 
has been turned in by the driver. 

4. Paid our coal bill for March, $15. 

5. We pay for invoice of goods bought of J. M. Snow on February 1, less 2% discount allowed 
us. Amount of invoice, $1230. 

6. Paid our note held by the First National Bank due today, with 30 days' interest at 6%. 
Face of note, $350. 

7. J. M. Hastings withdraws from the business $50 for personal use. 

8. We have Byron King's note of $800 discounted at the bank and receive proceeds. Date 
of note April 15; time to run, 4 months; rate of discount, 6%. 

9. H. M. Tiuner paid for bill of goods sold him February 28, less 23^%, the biU amounting 
to $322.50. 

10. H. F. Adams pays his note of $125 which we hold against him, and which is due today, 
with 90 days' interest at 6% added. 

11. Loaned $500 to H. G. HiU & Co., and took their note for 90 days as sectuity. 
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12. Paid freight and cartage bills to date, amounting to $17.85. 

13. We had our 60-day note discounted at City National Bank and receivecl credit for the 
proceeds. Face of note, $200; rate of discount, 6%. 

14. Bought, for investment, a house and lot on Fruit Street, paying $2000 for it. 

15. Paid bookkeeper's salary for month, $60. 

16. Bought mileage book for use by our traveling salesman for $20. 

EXERCISE 6 

(Follow instructions for Exercise 4) 

July, 191— 

1. Balance, $2708.52. 

2. E. W. Gray sends us a check for $240.10 to apply on his account. 

3. Paid oflSce rent for one month in advance, $150. 

4. Bought Fox typewriter of Joseph Pickett for $100 cash. 

5. J. E. Pender sends us a New York Draft for $692.50 in full of his account. 

6. We pay W. M. Collins for invoice of goods bought of him March 28, amounting to $1027, 
less 3%. 

7. Paid last month's bills for advertising in daily papers, $87.25. 

8. We hold a note against J. W. Arnold for $485 due today, and which they pay by check. 

9. We discounted our 60-day note at the Fourth National Bank and received credit for the net 
proceeds. Face of note, $500; rate of discount, 6%. 

10. We sold George E. Bryan an invoice of goods on the 1st inst., amoimting to $185. He 
has paid for the same today, less 2% allowed him for cash. 

11. Paid telephone bill for March, $4.16. 

12. Paid freight bills amounting to $72.85. 

13. We paid our note for $200 held by Smith & Jones, which is due today. 

14. We hold a 60-day note against C. W. Conant for $560, bearing interest at 6%, and due to- 
day. He pays the note and interest with a check. 

1^ 15. F. B. Mason paid for the bill of goods amounting to $750, which we sold him March 30, 
less 3%. 

16. Paid clerks* wages to date, $75. 

17. Bought five dollars* worth of stamped envelopes. 

18. We discounted H. F. Adams* note $1320 at the First National Bank today. Period of dis- 
count, 42 days; rate of discount, 6%. 
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BANKING AND BUSINESS PRACTICE 

A bank is an institution which deals in money and in credit. 

Banks are generally divided into two classes, viz. : savings banks and commercial banks. 

Savings banks are non-stock institutions chartered by the state for the encouragement of 
savings among persons of moderate means, interest being compoimded semi-annually upon all 
money deposited. Such deposits, unlike deposits in a commercial bank, are not subject to check, 
although they may be withdrawn in whole or in part upon presentation of a written order. 

There are several different types of commercial banks including national banks, trust com- 
panies, state banks and private banks. While these differ in certain essential respects as regards 
organization, management, and the extent and character of the business conducted, yet for our 
present purpose, they have several functions in common, in that they accept deposits subject to 
check, discoimt commercial paper presented to them, and lend money on approved security. 

There are numerous advantages to the business man and to the private individual in main- 
taining a " checking " account in some commercial bank of the type mentioned. Among these 
advantages are: 

(1) A ** checking " accoimt tends to a more systematic method of recording income and 
expense. 

(2) A greater degree of safety is insured. 

(3) A canceled check is usually regarded as sufficient evidence of the payment of a bill. In 
other words, it serves as a receipt. 

(4) The payment of a bill by a neatly drawn check on a good bank adds to the prestige of the 
drawer. 

(5) One's bank may often be used for credit and for reference. 

The following form illustrates a neat and business-like method of drawing a check: 

FORM 6. CHECK 

<>^^^$^^^fe^^^^ AX siA yf ^.^c<h y ^ Cy/^ j^i^ ^^ 




20) 




Bank Statements: Most banks now use what is generally known as the " envelope system** 
in rendering statements to their depositors. The envelope, which is about four by nine inches, 
shows on its face the name of the depositor, the month, the balance from the previous statement 
to which is added the deposits made during the month; from this amount is deducted the total 
checks paid by the bank during the month, the difference equaling the balance to the credit of 
the depositor's account at the time the statement is rendered. The canceled checks are enclosed 
in the envelope together with the adding machine slip, memorandum of collection charges, etc. 
While such statements are usually rendered monthly, in the case of inactive accoimts they are 
often rendered at longer intervals. 

The banks, usually the smaller ones, which have not adopted this system, require the de- 
positors to bring the pass books to the bank to be balanced, at which time the canceled checks are 
returned. 

Reconciliation of Bank Statement: When the bank statement is received, or the pass book 
balanced, the balance shown should at once be compared with the check book balance. If the ac- 
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count is at all active, the two balances will rarely agree as there will be checks outstanding which 
have not been presented to the bank for payment. It is then necessary to reconcile the two bal- 
ances to see whether there has been any clerical error made in the check book or by the bank. 
The following form of reconciliation is suggested. It should be copied in the check book on the 
reverse side of the stub or on a separate slip of paper which can be preserved. 



Reconciliation of Bank Statement, May 31, 19 — 

Balance per bank statement 

Deduct checks outstanding: 

No. 525 $1.53 

No. 565 1.00 

No. 616 17.50 

No. 621 25.00 

No. 623 5.20 



$491.84 



Balance per check book. 



50.23 
$441.61 



The Ntunerical Sjrstem of the American Bankers Association: The American Bankers 
Association recently adopted a numerical system which consisted of the assignment of a number 
to all banks and trust companies of the United States. The reserve cities are given prefix ntim- 
bers from 1 to 49, inclusive, in the order of their poptdation. Each bank in each reserve city is also 



FORM 6. DEPOSIT SLIP 

NATIONAL SHAWMUT BANK 



BOSTON, MASS. 

DEPOSITED BY 
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BOSTON 



M. 
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CHECKS AND CASH ITEMS ARC CREDITED ONLY SUBJECT TO PAYMENT. 
THIS BANK IN COLUaiNG PAPER RECEIVED FROM ITS CUSTOMERS. WHETHER 
THE SAME BE PLACED TO THEIR CREDIT OR NOT. ACTS ONIY AS THCIR A6ENT 
AND ASSUMES NO RESPONSIBILITY EXCEPT TO EXERCISE THE SAME DILIGENCE 
IT USES IN COLLECTING ITS OWN (VkPER. 



BILLS (in a strap). 
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given an individual number which on the checks 
is separated from the prefix number by a hjrphen. 
The number appears on all checks on a line with 
the name of the bank. 1-264 indicates a New 
York City bank; 5-20, a Boston bank; 6-127, a 
Cleveland bank. The prefix ntimbers from 50 to 
99, inclusive, are assigned to the States, the 
prefix ntimber indicating the State, the sub- 
number, the individual bank. 53-19 indicates 
\ ^/2/, a Massachusetts bank outside of Boston; 56- 
287, an Ohio bank outside of Coltmibus, Cleve- 
land or Cincinnati. 

In making out a deposit ticket it has always 
been the custom to list checks by writing in the 
space to the left of the money column the name 
of the bank upon which the check is drawn, if on 
a bank in the same city, and the name of the city 
if drawn on a bank in another city. The adop- 
tion of the "numerical system" outlined above, 
however, makes it easier for the depositor and 
just as convenient for the bank to make up the 
deposit, writing in the space to the left the num- 
ber of the bank which appears on the check to 
the right of the name of the bank. 

The accompanying form illustrates a de- 
posit sUp made out in this way. 

Filing Canceled Checks: There are three 
ways of filing canceled checks: (1) Filing the 
enVfelope with checks and other memoranda en- 
closed just as it came from the bank. (2) Filing 
the checks in numerical order, the envelope and 
other papers being destroyed. (3) Pasting the 
canceled checks on the stubs from which they 
were torn. The first way is probably the most 
satisfactory. 
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PROMISSORY NOTES 

A note is a written promise to pay a certain sum of money at a definite time to the person, 
firm, or corporation named in the body of the instrument. 

The person who gives the note is called the Drawer, or Maker; the one to whom it is given, 
the Payee. 

Following is a form of a negotiable, interest-bearing note: 

FORM 7. PROMISSORT NOTE 
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DRAFTS 

A draft is an instnunent drawn by one person or firm upon another, requesting the payment 
of a certain sum of money to a third person named in the body of the instrument, either " at sight " 
or after a certain time. The parties are known respectively as the Drawer, the Drawee and the 
Payee. 

A draft drawn " at sight " is payable upon presentation to the Drawee; if drawn a certain time 
" after sight " or " after date," the draft would be presented to the Drawee for his acceptance, which 
consists in the Drawee writing across the left end of the face of the instrument the word " Ac- 
cepted,** the date of acceptance and his signature. 

The business relationship existing between the three parties to a draft is that the Drawer owes 
the Payee while the Drawee is indebted to the Drawer. In order to effect a settlement of the two 
claims by the payment of one sum of money, the Drawer would draw upon the Drawee (his debtor), 
making the draft payable to the Payee (his creditor). 

The entries which each party to a draft would make, whether ** sight ** or ** time,** are as 
follows: 

TIME DRAFT 

The Drawer debits the Payee and credits the Drawee. 

The Drawee debits the Drawer and credits Bills Payable. 

The Payee debits Bills Receivable and credits the Drawer. 

SIGHT DRAFT 

The Drawer debits the Payee and credits the Drawee. 

The Drawee debits the Drawer and credits Cash. 

The Payee debits Cash and credits the Drawer. 

The discussion of drafts so far applies largely to the historical draft. At the present time 
very few, if any, drafts, either " sight *' or ** time,'* are placed in circulation in which the Drawer, 
Drawee and Payee are three separate, private individuals or firms. As a modem commercial paper, 
the draft may be considered under three heads as regards the uses to which they are put. 

1. As a means of collecting over-due accounts. 

2. As a means of collecting in advance of delivery for goods shipped by freight. 

3; As a means of remitting in the form of a Bank Draft when it is inadvisable to send one*s 
personal check. 
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The draft indicated in the first instance is usually a sight draft. A is indebted to B for, let us 
say, $100. B having failed to collect the amount due him, draws a draft upon A, naming his, B*s, 
bank as payee, the draft being left at the bank for collection. The bank sends notice to A by mes- 
senger, if he resides in the same city, informing him that a draft drawn upon him by B is held by the 
bank for collection and asking him to call promptly and honor it. If the bank fails to collect, the 
draft is returned to B with notice of dishonor. 

The effectiveness of this method Ues in the fact that business men are very careful not to do 
anything that will impair their credit with a bank. The fact that a man dishonors a draft drawn 
upon him without giving good and sufficient reason for such dishonor has an unfavorable effect 
upon the Drawee's credit. Business men are aware of this fact only too well, and if a man has re- 
spect for his credit relationships with banks and individuals, he will in most cases honor a draft 
drawn upon him f^v a legitimate debt. 

The following illustrates the form in which such a draft wotild be drawn: 

FORM 8. SIGHT DRAFT 
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A draft with the Bill of Lading attached is used as a means of collecting in advance of delivery 
for goods shipped by freight. The shipper, who, let us assume, is a wholesale dealer in dry goods 
in Boston, receives an order for a bill of goods from a concern in Erie, Pennsylvania. The whole- 
sale house has never sold to them before. They ask to have the goods shipped immediately. If 
their request is complied with, the wholesale house has no time in which to look up the financial 
standing of the Erie concern. The wholesaler may, therefore, choose to fill the order, shipping the 
goods immediately, and mailing the invoice to the purchaser with terms ** Bill of Lading with Sight 
Draft attached,'* or " B/L with S/D attached.'* 

The shipper then draws a draft upon the Erie concern, naming the Boston firm's bank as Payee. 
This draft with bill of lading attached is left at the bank to be put through for collection. The 
draft is forwarded by the Boston bank to an Erie bank. On the arrival of the goods the purchaser 
goes to the bank, pays the draft, and receives the bill of lading which he then presents to the rail- 
road company as evidence of title to the goods. 

A common method of remitting money when it is inadvisable to send one's personal check is 
by Bank Draft. A Bank Draft is a draft drawn by one bank or banker upon another bank or banker, 
and made payable to a third person. Bank Drafts may be bought at any commercial bank. If 
one has a " checking " accoimt, the most convenient way is to draw a check payable to the order 
of New York, or Boston, or Chicago draft and present it to the cashier or to one of the tellers who 
will issue in exchange for it a draft on the city requested. If one does not have a checking account 
the draft may, of course, be paid for in currency. The better form is to have the draft made out 
to one's own order, afterwards endorsing it in full to the person or firm to whom it is to be sent. 
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EXERCISE 7. 

QUESTIONS ON BANKING PRACTICE 

1. State the essential characteristics of a national bank; trust company; savings bank; private 
bank. 

2. What are the advantages to an individual of having a ** checking " account in some bank? 

3. What are some points for one to bear in mind in the selection of a bank in which to open 
a '* checking " account? 

4. Do banks ordinarily pay interest on a ** checking " account? 

5. How would you proceed to open a bank account? 

6. Define deposit slip; bank book; check book. 

7. Define endorsement; name and illustrate the two common forms of endorsement. Where 
should the endorsement appear? 

8. Design a deposit slip and make up the following deposit for Hinds, Perry & Co., their bank 
is the State Street Trust Company, Boston, Mass. Date of deposit, December 12, 1914. BiUs, 
$192; specie, $37.62; checks on Union Trust Company, Springfield, $21.40; National Shawmut 
Bank, $197.50; Third National Bank, Canton, Ohio, $4.90; First National Bank, Portland, Me., 
$72; money order drawn by Manchester, N. H., office, $3.75. (See Form 6, page 18.) 

9. Show how you would write $287.34 in the body of a check, first, in figtu-es; second, in words. 

10. What details concerning the check are shown on the stub? 

11. Is it necessary to preserve a copy of each deposit made? What two ways would you suggest 
of preserving such a copy? 

12. Who loses in case of a forged check; a " raised " check? 

13. How should checks be signed? 

14. What should be the practice regarding erasures on checks? 

15. What would you do in case you spoiled a check which you were writing? 

16. In filling out the stub of check No. 712, you made an error of $10 in subtracting, obtaining 
a balance of $10 too much; the error was not discovered imtil you were proving yotir cash at the 
end of the day; you had written twenty checks in the meantime; how would you correct the error? 

^-—47. How would you write a check for 85 cents? Under what circumstances would you issue / 
a check for less than one dollar? 

18. Is an endorsement made with a rubber stamp sufficient? 

19. A customer of the Smith-Carr Baking Co. gave one of the salesmen of the company a check 
for $100 to apply on accotmt; when the salesman returned from his trip on Saturday morning, he 
went to the office of the company, picked up the rubber stamp used for endorsing checks, endorsed 
the check with the rubber stamp, took it to the bank, cashed it, and left town. Who was liable? 
Why? 

20. You receive a check in which your name has been mis-spelled and the wrong middle initial 
used; how wotdd you endorse it for deposit? 

21. How would you endorse checks which you mail to your bank for deposit in your accoiuit? 

22. In case the amoimt in words and in figures differ, which would govern? 

23. Will a bank cash a check which bears no date? Will a bank cash a post-dated check? 

24. Are checks drawn with a lead pencil valid? 

25. Are checks required to be written on blank checks fimiished by the bank? 

26. What are the general principles which govern banks in charging for collecting checks? 
What is the usual charge? 

27. What would you do in case you lost a check before you had an opportimity to cash or de- 
posit it? 

28. What would you say about promptness in depositing or cashing checks? What is the danger 
in delaying? 

29. In case you wish to draw out money for your own use, how would you write the check? 

30. A commission house handled the products of consignors living in country districts to whom 
checks were sent monthly for the proceeds due them; a large number of the consignors were slow 
in depositing checks sent them, often holding them out for from six months to a year. To insure 
promptness, the commission house stamped all checks sent to their consignors, " This check is void 
if not deposited within 30 days." What was the legal effect of such notice? 
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31. Define certified check; certificate of deposit; bank draft. 

32. Under what circtmistances would you send money by bank draft? Explain in detail how 
you would procure a bank draft. 

33. In what form do most banks now render statements to depositors? How often are such 
statements rendered? 

34. What should the depositor do immediately upon receipt of the bank statement? 

35. What do you tinderstand by reconciling the bank statement with the check book? 

36. Give form of bank reconciliation statement representing eight checks as outstanding, 
suppljdng your own figures. 

37. Under what circtmistances is it advisable to keep a permanent copy of the recondUation? 
In what manner wotild you do so? 

38. Name several different methods of filing canceled checks. In your opinion, what is the 
best method? 

39. Does a canceled check answer aU reqiiirements of a receipt? 

40. What is a voucher check? 

41. Explain the purpose and effect of each of these phrases in the body of a check: *' Pay to 
or order." '* Pay to or bearer." ** Pay to the order of ." 

42. As treasurer of the Century Club, you collect aU money and sign all checks; what form of 
signature wotdd you use? 

43. Is a check dated on Sunday valid ? 

44. What is a bank *' overdraft *' ? Will a bank make partial payment of a check if the de- 
positor's credit is not sufficient to pay the full amount? 

45. What is the effect of the death or bankruptcy of the drawer of a check? 

46. Under what circumstances would you advise the use of a check protector? Name a manu- 
facturer of such an appliance and state its cost. 

47. What restrictions do the larger banking houses place upon small checking accounts? 

48 Explain the general f eattires of the numerical system for banks adopted by the American 
Bankers Association. 

[49. Name an important law relating to banking which was passed by Congress in 1914. 
50. What is the liability of a stockholder in a national bank? 
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EXERCISE 8. 

TEA ROOM EXERCISE 

The Rose Tree Inn, Northampton, Mass., has been conducted as a tea room for several years. 
In addition to the patronage which it enjoys from the students of Smith College, it is a popular 
place among the ladies of Northampton for afternoon tea; a specialty is made of putting up Ituiches 
for picnics, automobile parties, etc., and catering is done for weddings, receptions, class banquets 
and clubs. The rooms are open to men and a number of business men take their lunches there. 

The tea room has been conducted for the past four years by Mrs: Frances Masters as a means 
of meeting a part of the expenses of her daughter's college course. The daughter will graduate 
in Jime, and as Mrs. Masters desires to rettun to her former home, the tea room is for sale. You 
have had some experience in such work, and as you know of the excellent patronage which Mrs. 
Masters has built up, you have negotiated for its purchase. 

An inventory is taken of the equipment and supplies which shows the following: 15 tables, 
v^ued at $100; 50 chairs, $150; kitchen range, $65; gas stove, $30; kitchen utensils, $55; silver- 
ware, $80; china and glassware, $100; linen, $70; provisions on hand, $50; cash register, office desk 
and chair, safe, filing cabinets, etc., $205. There are no outstanding bills except a balance due from 
the Class of 1911, Smith College, for their class banquet, $40; Mary E. Bimey, 110 Elm Street, 
owes an accoimt of $6.88, and Mrs. Nelson Pickett, 78 Franklin Street, an account of $3.12; these 
biUs are taken over by you. 

The price agreed upon for the business, including a valuation of $2345 placed upon the good 
will, is $3300, of which $2900 is to be paid in cash on the day the bill of sale is executed. Four 
notes for $100 each are to be given for the remainder of the purchase price, running sixty days, 
foiu- months, six months, and one year respectively, and bearing 5% interest. As you have only 
$2400 in cash, you arrange with Charles N. Bassett to take a chattel mortgage for $500 on your 
furniture and equipment, in order tliat yon may make the cash payment agreed upon. The mort- 
gage is payable on demand and bears 6% interest, payable semi-annually in advance. Mrs. Masters 
holds a five-year lease on the quarters occupied by the tea room which will not expire for two years, 
at a yearly rental of $500, payable monthly in advance. The lease is assigned to you. 

The kitchen and dining room help, consisting of a cook, kitchen girl, three waitresses and a 
cashier, will be retained and will be paid the following wages: cook, $10 per week; kitchen girl, $4; 
waitresses, $5; cashier who works only from twelve to six, $3.50. You will take personal charge 
of the business and will do the buying and will keep the accounts. You wish your books to show 
an accurate record of cash receipts and disbursements aiid you would like to be able to determine 
at least semi-annually what profit you have made. You have some knowledge of bookkeeping, but 
you call in an experienced bookkeeper to advise you about what books to keep and what accounts 
to open, and to make other suggestions about the office work. It is decided that the only books 
needed at present are a Jotunal, Cash Book and Ledger. As all bills will be paid monthly, and as 
supplies are not bought in large quantities, it is not necessary to keep a Purchases Book. As credit 
is given very rarely, the cash receipts as shown by the cash register and the waitresses* checks will, 
as a rule, represent the total daily business done. 

You take charge of the business April 1, 1912, on which date the bill of sale is executed and the 
terms of the sale complied with. The books are also opened as of that date. Prepare the books 
which you will need according to the following directions: 

Sew six sheets of Journal paper together, the outside sheet to be used as a cover; pages 1 to 3 
are to be used as a Journal; Cash Book, pages 4 to 9; Consignments Book, pages 10 to 12; remainder 
of the book to be used for trial balances, business statements, inventories, etc. Index the book as 
above indicated on the front cover. For the Ledger, sew three sheets of Ledger paper together, 
using a sheet of Journal paper as a cover, and number the pages consecutively. Open the following 
accounts, allowing one-third of a page to each, with the exception of those otherwise indicated: 

Cash. 

Accounts Receivable. (Separate accounts with each.) 

Dining-Room Furniture. 

Kdtchen Furniture and Equipment. 

Silverware. 

China and Glassware. 



24 ELEMENTS OF ACCOUNTS 

Linen. 

Office Eqtiipment. 

Good Will. 

Notes Payable. 

Chattel Mortgage Payable. 

An Investment accotint with yoiirself. 

A Drawing account with yourself. 

Provisions. 

Wages. 

Candy Purchases. 

General Expense. 

Interest. 

Sales; 

Candy Sales. 

Catering. 

Consignors' Goods (one-half page). 

Cash Variations. 

Profit and Loss. 

To save time in posting, to economize space in the Ledger, and to aid in the classification of 
the accounts, special money colimms are provided in the Cash Book for certain accoimts which are 
debited or credited frequently. The headings of the columns on the debit side of the Cash Book 
are Date, Folio, Account Credited, Explanation, Sales Cr., Sundry Credits; on the credit side, 
Date, Folio, Account Debited, Explanation, General Expense Dr., Sundry Debits; these headings 
should be lettered in neatly, and only for the month of April at this time. Cash should be proved 
daily. Posting should be done at least weekly, except from the special coltmms, the totals of which 
will be posted at the end of each month. 



RULES FOR DEBITING AND CREDITING THE ACCOUNTS PECULIAR 

TO TfflS EXERCISE 

Dining-Room Fiuiiiture, Kitchen Furniture and Eqtiipment, Silverware, China and Glass- 
ware, Linen, and Office Equipment are all debited with the cost of additional eqtiipment purchased. 
Repairs and renewals should be charged to General Expense. 

GOOD WILL 



Debit: 

With the cost of good will acquired. 

Sometimes it is the policy of the management to write off good will periodically, by charging 
Profit and Loss account and crediting Good Will. 

Good Will is an intangible asset which represents a valuation placed upon the patronage and 
reputation which a business enjoys, upon copyrights or trademarks, favorable business connec- 
tions, advantageous location, unexpired lease on favorable terms, etc. While intangible and diffi- 
cult to value, it is an asset which has an tmquestioned legal standing and receives recognition 
whenever a business is bought or sold. 

CHATTEL MORTGAGE PAYABLE 



Debit: 

With payments in full or on account of 
mortgages issued. 



Credit: 

With the face value of mortgages issued. 



The balance of the account is a liability representing the amount of the mortgage remaining 
unpaid. 
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DRAWING ACCOUNT 



Debit: 



With all amotmts withdrawn for personal 



use. 



Credit: 

With monthly salary and with money 
placed in the business temporarily. 

The balance, if a credit, represents the amount remaining to be drawn against; if a debit, the 
amount of the overdraft. 



PROVISIONS 



Debit: 

With the cost of all provisions ptu"chased, 
including meats, vegetables, fruit, eggs, milk, 
cream, etc. 



WAGES 



Debit: 

With the weekly wages of kitchen and 
dining-room help. 



GENERAL EXPENSE 



Debit: 

With all expense items of a general nature, 
including insurance, manager's salary, office 
supplies, repairs and replacements, light, heat, 
ice, telephone, etc. 



CATERING 



Credit: 

With income from catering. 

This account is kept to show the catering done and should not be debited with expenses incurred 
in catering, such as express, extra waiters, etc. Such items should be charged to General Expense. 



CONSIGNORS* GOODS 



Credit: 

With sales of consignors* goods 



Debit: 

With the net proceeds remitted at the time 
of rendering an Account Sales. 

At the time of closing the books an adjusting entry should be made, debiting Consignors' 
Goods and crediting the individual consignors with the amoimts due them on sales made for which 
Account Sales have not been rendered. 

The account will then show a credit balance equal to the commission earned by the consignee. 



CASH VARIATIONS 



Debit: 

With cash 



short.** 



Credit: 

With cash " over.** 



The balance, if a credit, represents a profit; if a debit, the balance shows a loss. 
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APRIL TRANSACTIONS 

April 1. Make an opening entry in the Journal, debiting all assets and crediting all liabilities, 
your investment account being credited with the excess of total assets over total liabilities, which 
amount will agree with the cash which you invested in the business. Write a concise explanation 
of the opening entry, which should be in the nature of an historical sketch, in which all details of 
the purchase are set forth. 

Draw up a chattel mortgage on the blank form furnished you, make out the chattel mort- 
gage note, and write the four notes given to Mrs. Masters as per the terms of purchase. The cash 
payment was made to Mrs. Masters in the form of a bank draft purchased at the First National 
Bank. Make no entry for the cash paid Mrs. Masters. Why? 

Provide the cashier with $10 in change which you may credit to your Drawing accoimt; sales 
for the day, $47.50; pay interest for six months on chattel mortgage held by Mr. Bassett. 

2d. Sales $40.35. 

3d. Sales $40.80. 

4th. Sales $39.15; open an account in the name of Rose Tree Inn in the First National Bank, 

depositing $150 in currency. Checks are to be signed " Rose Tree Inn, By .'* Deposits 

should be made twice each week, money waiting to be deposited being kept in the safe. (In actual 
business, cash should be deposited daily or at least every other day.) A sufl&cient amoimt should 
be withheld at the time of making the deposit to provide change. All payments should be made by 
check except those which must for the sake of convenience be made in currency. 

5th. Sales $44.73; pay Barrett & O'Brien, agents for the owner of the property, rent for 
April; pay Oliver B. Bradley by check $5 for his assistance in opening a new set of books. 

6th. Sales $47.85; in proving the cash with the waitresses' checks, the cashier foimd that she 
was ** short " 30 cents; pay wages of the help for the week; you withdraw $20. 

8th. Sales $28.20; pay bill of Bridgeman & Lyman for blank books and office supplies, $4.65. 

9th. Sales $40.81. 

10th. Deposit $125; sales $47.65. 

11th. Sales $43.00. 

12th. Sales $31.45. 

13th. Deposit all but $10. (Deposit was made in the morning and did not include any cash 
received on this date.) Sales $48.75; pay wages for the week; withdraw for personal use $20. 

15th. Sales $31 81. 

16th. Sales $32.63; cash '* over " 15^. 

17th. Deposit $65; sales $37.50; Mary E. Bimey pays her account in full by check. 

18th. Sales $47.90; pay for a half-page advertisement in the Smith College Monthly by 
check, $5. 

19th. Sales $47.15; receive a check for $20 from June E. Stone, Rochester, N. Y., treasurer 
of the class of 1911, to apply on banquet accoimt. 

20th. Deposit all but $25; (see note under the 13th) ; sales $39.95; pay wages for week; with- 
draw for personal use, $18. 

22d. Sales $23.60. 

23d. Sales $36.95; cash " short " $1. 

24th. Deposit all but $10; sales $42.60; cater for a wedding, the bill for $40 to be sent to 
Mr. J. H. Byers; pay extra waiters who were engaged for the occasion, $6; expressman, $2. 

25th. Sales $37.55; send bill to Mr. Byers, 46 State Street. 

26th. Sales $46.57. 

27th. Deposit $100; sales $29; pay wages for week; withdraw $20. 

29th. Sales $39.85. 

30th. Deposit $35.37; sales $46.80; receive bank statement with canceled checks enclosed; 
the bank statement should be reconciled with the check book; you find from the statement that 
the bank charged you lOff for collecting the check deposited on the 20th. 

Previous to closing the Cash Book for April, the following April bills are received and paid: 

Public Market Co., meats and vegetables, $242.87; Clapp & Clapp, meats and vegetables, 
$181.19; John A. Ross & Co., groceries, $98.65; R. J. McQuestion, milk and cream, $65.80; City 
Ice Co., $6; Northampton Electric Lighting Co., 97 ff; Northampton Gas Co., $6.15; W. H. Riley 



ELEMENTS OF ACCOUNTS 27 

& Sons, repairing kitchen range and fixing pltmibing, $4.60; National Biscuit Co., $14.80; Ames 
Butter & Eggs Co., $78.33; Northampton Empire Laimdry, $15; New England Telephone & Tele^ 
graph Co., $3; withdraw $15; buy postage stamps, $2. 

You have decided to allow yourself a salary of $100 per month as manager of the tea room, 
against which you will draw money as needed to meet personal expenses. Make an entry in the 
Journal, crediting your Drawing account with your April salary. What accotmt should be debited? 

Close the Cash Book; do all posting to date; take a trial balance. 

MAY TRANSACTIONS 

Letter in the headings for the May Cash Book. From your experience in keeping the books 
the past month, you decide to add a third money column to the credit side of the Cash Book, head- 
ing it " Provisions Dr." (Space for dollars should be one-half inch wide; cents, one-quarter.) 

Although you will have no use for it until later in the month, rule a third money coltmin on the 
debit side of the Cash Book, heading it ** Candy Sales Cr." Transfer the cash balance to the new 
page under date of May 1, entering it in the ** Sundry Credits " coltunn; rule a red line beneath 
so that it will not be added with cash receipts for this month and thus posted twice. 

1st. Sales $52.25. 

2d. Deposit $80; sales $47.50. 

3d. Sales $27.78. 

4th. Deposit $60; sales $52.51; pay wages for week. 

6th. Sales $32.15. 

7th. Sales $42.50. 

8th. Deposit all but $10; sales $37.85; pay rent for the month. 

9th. Sales $39.25; cash " over " 50ff. 

10th. Sales $52.50. Place $600 insurance on stock and equipment through the office of 
Oliver Walker & Sou, paying premium for three years by check, $5. 

11th. Deposit all cash except $20; sales $36.65; pay wages for the week; withdraw $15. 

13th. Sales $28.20. 

14th. Sales $39.40. 

15th. Deposit all but $10; sales $35.56. 

As you have ntmierous caUs for confectionery, you have decided to add a line of candies and 
have given the United Candy Co., Boston, an order for an assorted stock. You have also arranged 
with Page & Shaw, Boston, to sell their candies on commission; they are to ship you on consign- 
ment each week a lot of their chocolates and bonbons. You are to receive a commission of 20% 
on what you sell with the understanding that you are to retiim to them at the end of each week 
what you have been unable to sell, so that a fresh stock may be kept on hand all the time; they 
are to pay the express both ways. 

16th. Sales $42.47. 

17th. Sales $39.05; cater for a reception given by Mrs. H. C. Day, 10 Franklin Street; 
a bill for $35 will be rendered Jime 1; pay extra help engaged for the occasion, $6; pay express- 
man $2; send Mrs. Nelson Pickett, 78 Franklin Street, a statement of account. 

The candy ordered from the United Candy Co. arrived today with a bill for $31, which you 
pay; you buy a cabinet from C. N. Fitts & Co. in which to display the candies and send them a 
check for $30 in payment for the same. As the cabinet is placed in the fining room, debit Dining 
Room Fumittu-e. 

Sales of yoiu: own candy will be credited to Candy Sales and entered in the special column 
provided for such sales. Sales of Page & Shaw candies will be credited to the Consignors* Goods 
accoimt, the amount of each sale being entered in the " Sundry Credits " colimm; should these 
sales prove to be large, however, a special colimm should be provided for them. 

18th. Deposit all cash except $10; sales $59.98; candy sales $7.20; Lucy LaughHn gave a 
Itmcheon for eleven of her college friends, the bill amounting to $12; she has arranged to pay the 
bill June 1; pay wages for the week; withdraw $25. 

20th. Sales $32.27; candy sales $4.25; receive on consignment 20 pounds Page & Shaw 
candies in pound and half-poimd boxes, to be sold at $1 per pound. 
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The Consignments Book is a book in which a record of each consignment is kept. When a 
consignment is received, a memorandtun is made in this book of the date received, amount re- 
ceived, and the selling price, short extended. No other entry is made at this time. When the con- 
signment has been sold out, or when an Account Sales is rendered, the sales are itemized and the 
amounts extended into the second money colunrn, followed by any charges incurred and, by the 
net proceeds. The two money colimins should then balance and should be single and double ruled. 

A consignor is one who sends goods to another to be sold on commission; in this case, Page & 
Shaw are the consignors. A consignee is one to whom goods are sent to be sold on commission. 
The title to the goods remains in the consignor. 

21st. Sales, $32.25; consignors* goods, $6.50; candy, $3.75. 

22d. Make usual deposit; sales, $33.50; consignors* goods, $11; candy, $8.30. 

23d. Sales, $27.58; consignors* goods, $5.50; candy, $6.70. 

24th. Sales, $30.87; candy, 85ff; consignors* goods, $3; cash "short** 60ff. 

25th. Deposit all but $20; sales, $35.70; candy, $5.60; consignors* goods, $6; pay week's 
wages; withdraw $10. 

Mrs. Herbert Bigelow has left with you on consignment the following pieces of hand-painted 
china: one dozen cups and saucers marked at $2 each; one vase, yellow roses, $8; one vase, pink 
rose3, $5; one bonbon dish, $2.50; one water pitcher, $12; one chocolate set, seven pieces, $20; 
one tea tile, $2. Make memorandum in the Consignments Book. You are to receive a commission 
of 20% on all sales. Hereafter, sales of consignors' goods will be designated by the initials of the 
consignors. It is not necessary to open a separate accoimt in the Ledger for Mrs. Bigelow's con- 
signment. 

27th. Render an Accotmt Sales to Page & Shaw and send them a check for last week's 
sales, less otu" commission; return xmsold candy by express. 

An Account Sales is a statement rendered by the consignee to the consignor after all the goods 
have been sold, showing the sales, charges, commission and net proceeds. An Account Sales may 
be rendered when the goods are but partly sold. 

Complete the record in the Consignments Book according to instructions given above. 
For the entry to be made at the time of rendering an Accoimt Sales, see rules for debiting and 
crediting Consignors' Goods on page 25. 

Received a second consignment of 20 poimds of candy; sales, $32.80; candy, $1.50; consignors' 
goods (P. & S.), $3; consignors' goods (B.), $12. 

28th. Sales, $41.90; candy, $4.95; consignors* goods (P. & S.), $4; consignors' goods (B.), 
$8; receive a check from J. H. Byers in full of account. 

29th. Make usual deposit; sales, $35.95; candy, $3.60; consignors* goods (P. & S.), $5.50; 
cash " over '* 2H. 

30th. Tea room closed. 

31st. Sales, $31.56; candy, $5.40; consignors* goods (P. & S.), $3; pay sixty-day note 
dated April 1, due today, with interest; deposit $60.91; pay wages for week; withdraw $20. 

Render an Accotmt Sales to Page & Shaw, remitting check for the net proceeds of last week*s 
sales; receive a consignment from them of 25 pounds; write Mrs. Bigelow, informing her of the 
sales you have made and enclose a check for the amoxmt due her. 

Pay the following May bills: Clapp & Clapp, $205.71; John A. Ross & Co., $92.59; R. J. 
McQuestion, $75; Northampton Empire Latmdry, $15; New England Telephone & Telegraph 
Co., $3; Northampton .Electric Lighting Co., 80j!i; United Candy Co., $16.50; Ames Butter & 
Eggs Co., $53.55; Public Market Co., $188.72; City Ice Co., $3; Northampton Gas Co., $7.52; 
J. E. Lambie & Co., table linen, to replace linen worn out, $25; Northampton Cutlery Co., re- 
plating 4 dozen knives and forks, $10; Daily Hampshire Gazette, advertising, $5; credit yotirself 
for yotu" month*s salary. 

Close Cash Book; do all posting to date; take a trial balance; after which the following are 
required : 

(a) Profit and Loss Statement, April 1 to May 31. An inventory is taken showing provisions 
and supplies in the stock room, $22.50; candy on hand, $15. (See form to be followed on page 29.) 

(6) Balance Sheet. 

(c) Make closing entries and post them; rule Ledger accotmts. 



ELEMENTS OF ACCOUNTS 29 

(d) Prepare bank statement received June 1. (The envelope system is used by the First Na- 
tional Bank.) The following checks were not rettimed: C. N. Fitts & Co., on the 20th; Page & Shaw, 
the 27th; Mrs. Masters, the 31st. 

(e) Prepare Bank Reconciliation Statement. 

(/) The net profit for the past two months is equivalent to what annual rate of income on 
your investment? 

(g) Design an auxiliary book which will show at a glance the comparative total sales by days, 
months and years. 

{h) Would it be advisable in a business of this kind to have a Pay Roll Book? Design 
such a book. 

PROFIT AND LOSS STATEMENT. April 1 — June 1, 1912 

Sales ♦♦♦♦ 

Catering ^^ **** 

Deduct: 

Cost of Provisions Used: 

Provisions Purchases **** 

Less: 

Inventory June 5/12 ♦♦*♦ ♦*♦* 

Gross Profit from Sales **** 

Candy Sales **♦* 

Deduct: 
Cost of Candy Sold: 

Candy Purchases **** 

Less: 

Inventory ♦♦♦♦ ♦♦♦♦ 

Gross Profit on Candy Sales **** 

Commissions Earned **** 

Total Profit **** 

Deduct: 

Rent **** 

Laimdry **** 

Fuel and Light • ♦*** 

Telephone ♦*** 

Insurance **** 

Miscellaneous **** 

Wages **♦* 

Interest **** 

Cash Variations ' .* ♦*♦♦ **** 

Net Profit **** 



EXERCISE 9 

QUESTIONS ON THE TEA ROOM SET 

1. What advantages result from the use of a Cash Book with special columns? 

2. Name the special coliunns provided in the Tea Room Set. 

3. Give a general rule to be followed in the framing of an opening entry for a new set of double- 
entry books. 

4. What harm results from charging a repair item, of say $23, to an asset accotmt? 

5. Define a chattel mortgage; give rules for debiting and crediting a Chattel Mortgage Pay- 
able account. What does the balance show? In what respects does a chattel mortgage note differ 
from an ordinary note? 

6. Give rules for debiting and crediting the following accounts and state what the balance 
represents: Dining Room Furniture, Cash Variations, Consignors* Goods. 
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7. State how you found the profit on Sales. Were you able to determine the exact profit on 
Sales? Explain. 

8. Name the accounts in the Rose Tree Inn business which showed assets. 

9. Why are closing entries made? What accounts are closed by closing entries? Give the 
last closing entry which you made. What was the purpose of this entry? 

10. To what account would you charge collection charges on a check? When would you know 
that yotu" bank had charged you for collecting a check? 

11. What advantages are claimed for the form of Journal ruUng illustrated in this set? 

12. Define Good Will. Give rules applying to this account. What does the balance represent? 

13. Define Account Sales; consignee; consignor; Consignments Book. 

14. What is the function of the Drawing account? For what is it debited and credited? What 
did you do with the balance? 

15. What entry would you make for stamps received from a customer in settlement of his 
account? 

16. How does a trial balance taken before a Ledger is closed differ from one taken after closing? 

17. Give rule for finding rate of profit on sales. How should the rate be expressed? 
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EXERCISE 10 
PRIVATE ACCOUNTING EXERCISE 

You have been engaged as private secretary to James Howell, president of Franklin College, 
Springfield, 111. Your duties will consist mainly of handling his correspondence and other steno- 
graphic work, opening his mail, interviewing visitors, making appointments, and answering the 
telephone. In talking with President Howell about the position, he tells you that his household 
and private accounts cause him a great deal of annoyance, and that he would like to have you 
arrange them on a systematic basis and take entire charge of keeping his books. He speaks of this 
becaxise he has been informed that at the school which you attended you received instruction in 
bookkeeping as well as in shorthand and typewriting. 

President Howell tells you that heretofore he has attempted to keep his own accounts, but 
as he does notToiow anything about bookkeeping and has no interest in such work, his accounts 
have been much neglected and he knows very little about how he stands financially. While such 
work is distasteful to him, he appreciates the importance of having an accurate record of cash 
receipts and disbursements and of all income and expenses. He is at present two or three months 
behind in his accounts, but he does not wish you to take the time necessary to bring the work up 
to date. Yotu" engagement with him begins September 1, but he suggests that you do nothing about 
the books until October 1. This will give you a month to become accustomed to your more impor- 
tant secretarial duties, and will also give you time to look over the books that he has kept, become 
familiar with the nature of his business transactions, and work out some plan of keeping his ac- 
counts in a simple, but businesslike manner. You can then purchase the books and supplies which 
you will need, and make a fresh start October 1. 

While President HoweU is willing to leave to your judgment the system of bookkeeping to be 
used and the books to be kept, he says that you will have to consider this work as subordinate 
to your other duties and that he does not think you should plan to spend more than three or four 
hours a week on an average on his books, and so he hopes you see the necessity of installing a simple 
system which will require as little work as possible. 

In discussing with President Howell on two or three occasions the nature and extent of his 
financial transactions, you learn a number of things that are of assistance to you in making plans 
for keeping his accounts. He tells you that in addition to his salary of $5000 which he receives in 
monthly installments, he has money invested in some stocks and bonds which 3deld him a steady 
income, that he holds a mortgage on a piece of real estate in Springfield, and that he owns two pieces 
of income-producing property; one, a three-story business block located at 426 Main Street, the 
first floor being rented as store rooms and the second and third floors consisting of offices which 
are rented most of the time; there is a mortgage on this property; the other is a two-family house 
located at 744 Harrison Avenue. While he sometimes accepts the services of real estate agents in 
securing tenants, he collects all rents and pays aU maintenance charges. 

Two of his books have been published by Maynard, Merrill & Co., and he receives royalties 
on them once a year; he writes articles for magazines at times, and lectures occasionally, for which 
work he is well paid; he has some money in a local savings bank which pays 4%; he owns his own 
home and some vacant lots; he holds a 20-payment Ufe insurance policy in the Northwestern 
Mutual Life Insurance Co. for $5000 on which he has made ten payments, and a 20-year endow- 
ment policy for $5000 in the New York Life Insurance Co., on which six payments have been made. 

President Howell tells you that his expenses are heavy and that he desires them carefully 
classified so that he may in the futta"e obtain comparative statistics covering a period of years, 
which will be of interest as showing the trend of the cost of living and maintaining a residence. 
These consist in the main of household expenses, including wages of servants, fuel, lighting, and 
provisions; maintenance of residence, including taxes, insurance, water rent, repairs, etc.; house- 
hold equipment including additions and replacements; family clothing; expenses of a daughter, 
Mary, who is in Vassar; expense of maintaining and nmning an automobile, including salary of 
chauffeur; library expenses, including purchase of new books, binding, etc. ; contributions to church 
and charity, dues in clubs, lodges, and societies; expenses connected with the two rental properties 
and taxes and assessments on the vacant lots. 

Briefly stated. President Howell would like to have his books show what he is worth, with 
his assets properly classified; the exact profit or loss resulting from the occasional sale of some 
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security or of a parcel of real estate; the annual income, gross and net, from each piece of rental 
property; his income from all other sources; the expense of operating his automobile; and a suitable 
classification made of all his other current expenses. 

President Howell has his account in the Federal Trust Company. Charge accounts are main- 
tained at all the leading grocers' and markets and monthly settlements are made by check. Mrs. 
Howell and the daughter each receives a monthly allowance which is expected to cover personal 
expenses. Each has her own accoimt at the dressmaker's and the dry goods stores, and bills are 
sent direct to them. Mrs. Howell has a small income of her own from some bonds which she owns, 
and has a savings account in the Franklin Savings Bank, but you will have nothing to do with 
her accoimts. 

With the information which you have obtained, you are ready to make definite plans as to the 
system of bookkeeping to be employed, the books to be kept, the Ledger accounts to be opened, 
etc. You decide without any hesitancy that the books should be kept by double entry, as only by 
this method can you supply President Howell with the information which he desires. Furthermore, 
you realize that this method is in reality more simple and requires less time than if the books were 
kept in a less scientific manner. You see no necessity for any books other than a Journal, Cash 
Book and Ledger. You piwchase these books at a stationery store, getting them all of the same 
size, 8}/^ by 14. You select books with good binding and with a good quality of paper, and you make 
sure that the money columns have imit rulings. As the Journal will be the least used of all the 
books, you select one of the smallest capacity that you can get, containing one htmdred pages; 
the Cash Book and Ledger each contains two hundred pages. You procure a new Check Book at 
the bank. 

The following is a list of the Ledger accoimts that you expect to keep; it may be, however, that 
after the books are opened you will decide to make some changes in the list of accounts or in the 
titles that you have given them. 

Ledger Accounts: 

Cash. 

Savings Accoimt — Franklin Savings Bank. 

Seciuities Owned. 

Mortgages Receivable. 

Life Insiwance Premiimis — Northwestern. 

Life Insurance Premiums — New York Life. 

477 College Avenue (Residence). 

426 Main Street (Brick office block). 

744 Harrison Avenue (Two-family apartment). 

Garage — 477 College Avenue. 

Magnolia Terrace Lots (three lots owned). 

Furniture and Furnishings. 

China, Silverware and Glassware. 

Library. 

Automobile. 

Mortgages Payable. 

James Howell, Capital Accotmt. 

James Howell, Drawing Accotmt. 

Mrs. Howell, Allowance Accoimt. 

Mary Howell, Allowance Accotmt. 

Income from Salary. 

Income from Royalties. 

Income from Sectuities Owned. 

Miscellaneous Income. 

Maintenance and Income — 426 Main Street (1 page). 

Maintenance and Income — 744 Harrison Avenue. 

Interest on Mortgages Receivable. 

Interest on Bank Balances. 

Groceries and Provisions. 
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Maintenance of Residence (1 page). 

Household Expenses (1 page). 

Clothing. 

Church, Charity and Dues. 

Secretarial Expense. 

Automobile Expense. 

Income and Expense. 

You explain to President Howell that it will be necessary to prepare a complete inventory of 
all his assets in order that you may bring them on the books by means of an opening entry; this 
entry wotdd also include any liabilities in the form of mortgages or notes; it is not necessary to 
bring on the books any current bills which may be due but have not yet been paid. 

The statement of assets and liabilities which President Howell submits to you in accordance 
with yotu" request is as follows: 

Cash (in Federal Trust Co.) $912.63 

Savings Account — Franklin Savings Bank 768.57 

Securities Owned ? 

Mortgage Receiyable 2,000.00 

Life Insurance Premitmis — Northwestern. 1,384.20 

Life Insurance Premiums — New York Life 1,498.76 

477 College Avenue 10,000.00 

426 Main Street t 28,612.00 

744 Harrison Avenue 7,500.00 

Garage * 2,147.65 

Magnolia Terrace Lots 3,690.28 

Furniture and Furnishings 5,000.00 

China, Silverware and Glassware 500.00 

Library 2,000.00 

Automobile % 2,250.00 

Mortgage Payable 15,000.00 

Following are comments on certain items in the above statement explaining among other things 
the basis for arriving at their value. 

SCHEDULE OF SECURITIES OWNED 

20 shares American Telephone and Telegraph Co. stock which cost 128J^ and pays a quar- 
terly dividend of $2 per share on the 15th day of January, April, July and October. 

10 shares U. S. Steel, Common, which cost 43^. Dividend of 4% payable quarterly on last 
day of March, June, September and December. 

10 shares Great Northern Railway Co. which cost 126 and pays a dividend of 7% quarterly 
on first day of February, May, August and November. 

50 shares La Verde Copper Co. stock which cost $7.50 per share, but which has never paid a 
dividend. 

$2500 in N. Y., N. H. & H. convertible 6's, 1941, interest payable April and October. 

$4000 in City of Springfield 4*s, 1920, interest payable Jime and December. 

The mortgage receivable is a mortgage on the property of W. T. Morgan for $2000, bearing 
6% interest, payable semi-annually. The mortgage comes due December 1. 

The life insurance policies show the amount paid in on each policy to date. Premitmis on 
each are paid annually, the Northwestern being payable July 10, and the New York Life, 
November 3. 

477 College Avenue is shown at assessed value; 426 Main Street and 744 Harrison Avenue, 
at original cost plus improvements. The garage, which has only been built about three months, 
shows cost of construction. The Magnolia Terrace lots show original cost plus approximate carrying 
charges to date. 

It required a great deal of President Howell's time in looking through a mass of old invoices 
and papers which had not been filed away with any care, to obtain the figures needed for this state- 
ment. He thinks that it would involve entirely too much additional work to prepare an inventory 
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of his fiimiture and furnishings, china, glassware, silverware and library, and so it was decided 
to list these assets at their insured value. This is doubtless much below their cost or replacement 
value. 

The automobile was bought fully equipped in the early spring and is shown at cost. 

The Federal Trust Company holds a mortgage of $15,000 on the business block, 426 Main 
Street, payable on demand, and bearing 5% interest, payable semi-annually, in advance. May 
1 and November 1. 

Make the opening entry on page 1 of the Journal, debiting all assets and crediting the lia- 
bility (Mortgage Payable), and crediting James Howell, Capital Account, for the excess of total 
assets over liabilities, this amount equaling his net worth. This entry is made October 1, 191 — 
and should be preceded by a suitable explanation. As the entry consists of equal debits and credits 
when it is posted to the Ledger, the Ledger will be in balance, and the books will have been opened 
according to the double-entry system. 

Open accounts in the Ledger with the list of Ledger accotmts on page 32, allowing one-third 
of a page to each. Observe the manner in which the accounts are classified: the assets appear first, 
followed by liabilities, capital, drawing, and allowance accounts, and, lastly, the income and ex- 
pense accounts. This order is the one generally followed. 

Enter the amount of cash in bank as a balance on the debit side of the Cash Book. Write 
" Cash Receipts " as the heading of the debit side of the Cash Book, and ** Cash Disbursements " 
as the heading of the credit side. 

The Federal Trust Company expects depositors to maintain a daily average balance of $200. 
Interest at 2% is paid on daily balances if kept above that amount, and you will be expected to 
see that the required reserve is maintained. You will make prompt deposits of all checks and cur- 
rency received, and will make out all checks. President Howell's signature being obtained in advance 
to a number, of blank checks. 

RULES FOR DEBITING AND CREDITING THE ACCOUNTS PECULIAR TO 

THIS EXERCISE 

SAVINGS ACCOUNT 



Debit: . Credit: 

When the account is opened with the With withdrawals, 

amount deposited, with all subsequent deposits, 
and with interest accimiulations. 

The balance represents the amount in bank and is an asset. This balance should at all times 
agree with the balance shown by the Pass Book. 

SECURITIES OWNED 



Debit: 

With cost of stocks and with par value 
of bonds purchased. If bonds are bought be- 
low par, credit Bond Discount for the differ- 
ence between par and purchase price; if bought 
above par, debit Bond Premium for the differ- 
ence. 

The balance is an asset and represents the cost of stocks and par value of bonds on hand. 

(In case a great many different securities are owned or extensive trading is done in certain 
stocks it would probably be advisable to open a separate accoimt with each security.) 

MORTGAGES RECEIVABLE 



Credit: 

With cost of stocks and with par value 
of bonds sold. (The difference between cost 
and selling price is charged or credited either 
to Profit and Loss, Miscellaneous Income, or 
Margin on Securities Sold.) 



Debit: 

With the face value of mortgages received 



Credit: 

With payments, either in whole or in part, 
of mortgages held. 
The balance represents the amount due us on mortgages and is an asset. 
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LIFE INSURANCE PREMIUMS: (Separate account with each policy.) 



Debit: 

With anntial or semi-annual premiums as 
paid. 



Credit: 

With dividends declared by a mutual com- 
pany; in case a policy having a cash surrender 
value is dropped, with the amount received 
from the company in settlement; in case of 
endowment policies, with face value of policy 
received in cash when settlement is made at 
maturity. 

The balance represents the cost of insurance to date on a poUcy not yet matta-ed, and would 
be an asset; on a policy discontinued, the balance after settlement would show a loss; on an en- 
dowment policy paid at maturity, there would be a credit balance equal to the interest earnings 
of the policy. 

MAGNOLIA TERRACE LOTS 



Debit: Credit: 

With cost of land purchased; with ex- With amotmt realized from sale of land, 

penses incurred in passing title; with cost of 
improvements including construction of side- 
walks, sewers, water and gas connections, 
grading, etc.; with all* carrying charges, such 
as taxes, assessments, etc., until the land is 
developed and begins to yield an income. 

The balance represents the profit realized if the credit side is the larger; otherwise, the loss. 
(If only a part of the land is sold, as, for example, one lot out of several carried in one accoimt, 
the account should be credited with the cost of land sold, the difference between cost and selling 
price being debited or credited to a Profit and Loss account, as the case may be. The balance of 
the account would then show cost of land owned and would be an asset.) 



FURNITURE AND FURNISHINGS 



Debit: 

With cost, estimated value, or assessed 
value, of furniture and furnishings purchased, 
including carpets, rugs, tapestries, draperies, 
pictures, statuary, lamps, bed and table linen, 
kitchen utensils, and everything not provided 
for in separate accounts. 

The balance of the account is an asset. 



Credit: 

With sales, if any. 



CHINA, SILVERWARE AND GLASSWARE 



The same rules should be followed here as are given imder Furniture and Furnishings. 



LIBRARY 



Debit: 

With cost or estimated value of all books, 
manuscripts, prints, maps, etc., owned, and 
with all subsequent purchases made. 

There would be in all probability no credits to this account. 
The balance represents the value of the library and is an asset. 



36 



ELEMENTS OF ACCOUNTS 



AUTOMOBILE 



Debit: 



Credit: 

With depreciation reckoned periodically 
on the purchase price. 



With purchase price of automobile, with 
additional equipment bought, and with freight 
and delivery charges. (All expenses of main- 
taining and running are charged to the Auto- 
mobile Expense account.) 

The balance, which is an asset, represents the estimated present value. 

(While this does not follow the correct method of handling depreciation in mercantile or manu- 
facturing accoimts, it seems best here for the reason that it does not appear advisable to set up an 
account with Reserve for Depreciation.) 

MORTGAGES PAYABLE 



Debit: 

With payments either in full or on account 
of mortgages outstanding. 

The balance is a liability and represents the amoimt due on mortgages. 



Credit: 

With face value of mortgage issued. 



JAMES HOWELL, CAPITAL ACCOUNT 



Debit: 

With any transfer of property to other 
persons as by gift or bequest; with any shrink- 
age in assets which arises after accounts are 
opened; with net loss if the Profit and Loss 
statement shows a loss. 

The balance represents the net worth. 



Credit: 

With the excess of assets over liabilities 
as per inventory at the time the books are 
opened, this amount representing his net 
worth; with any increment of capital; with the 
net income as shown by the Profit and Loss 
statement. 



JAMES HOWELL, DRAWING ACCOUNT 



Debit: 

With money drawn with which to meet 
current expenses. 

It is not contemplated that there will be any credits to the account. 

The balance is closed into the Profit and Loss account. 

MRS. HOWELL, ALLOWANCE ACCOUNT 
MARY HOWELL, ALLOWANCE ACCOUNT 



Debit: 

With monthly allowances as paid. 

It is not expected that there will be any credits to this account. 

The balance is closed into the Profit and Loss account. 

INCOME FROM SALARY 

INCOME FROM ROYALTIES 

INCOME FROM SECURITIES OWNED 

MISCELLANEOUS INCOME 



There would 
counts. 



be no debits to these ac- 



Credit: 

With income received from sources desig- 
nated by the titles of the accounts. 
The balance, representing a profit, would be closed into the Profit and Loss account. 
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MAINTENANCE AND INCOME — 426 MAIN STREET 
MAINTENANCE AND INCOME — 744 HARRISON AVENUE 



Debit: 

With repairs, up-keep of groimds, paint- 
ing, janitor's service, taxes, water rents, instir- 
ance, real estate broker's commission for secur- 
ing tenants, coal, interest on mortgages, etc. 

The balance of the account after adjustments have been made of annual charges paid in ad- 
vance, and rents accrued but not due, represents the net income or net loss from the property. 



Credit: 

With rents received from tenants. 



GROCERIES AND PROVISIONS 



Debit: No credits. 

With cost of all groceries, meats, vege- 
tables, flour, milk, cream, fruit, butter, eggs, 
etc., purchased for keeping up the table. 

The balance represents the total cost of these items for the period. 



MAINTENANCE OF RESIDENCE 



Debit: 

With repairs, up-keep of groimds, paint- 
ing, taxes, insurance, water rent and all ex- 
penses which result directly from the ownership 
of one's own home. 

The balance, representing the total cost of maintaining residence for the period, is closed into 
the Profit and Loss account. 



There are not likely to be any credits to 
this accoimt. 



HOUSEHOLD EXPENSES 



Debit: 

Such expenses as would apply to rented 
property instead of to property owned, 
should be charged to Household Expenses ac- 
count. These would include lighting, heating, 
janitor service, servants, telephone, ice, taxes 
on personal property, insurance on personal 
property. 

See Maintenance of Residence above. 



CLOTHING 



Debit: No credits. 

With cost of all clothing purchased by any 
of the family and not paid for out of their 
regular allowance or out of the money which 
President HoweU draws for his personal use. 

The balance represents the total cost of clothing purchased and charged on bills that ate paid 
out of the ciurent funds, but would not show the entire clothing expense*. (If it were not customary) 
to give an allowance to each member of the family, the Clothing account should be debited with 
the cost of clothing purchased and with dressmaking and tailoring bills incurred by all members 
of the family.) 
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CHURCH, CHARITY. AND DUES 



Debit: No credits. 

With church contributions, including pew 
rent, subscriptions to home and foreign mis- 
sions, and incidental church assessments; with 
gifts to charity; with dues in lodges, clubs and 
societies. 

The balance represents the total expenses of this class and is closed into the Profit and Loss 
accoimt. 

SECRETARLAL EXPENSES 



Debit: 



No Credits. 



With salary of secretary, and with sup- 
plies purchased for secretarial work, such as 
paper, pens, pencils, ink, typewriter ribbons, 
typewriter repairs, carbon paper, manuscript 
covers, paper clips, erasers, account books, etc. 

The balance represents the total secretarial expense for the period and is closed into the Profit 
and Loss account. 

AUTOMOBILE EXPENSE 



Debit: 

With cost of gasoline, oil, tires, carbide, 
automobile blue books. State license, insur- 
ance, repairs, garage bills while touring, chauf- 
feur's salary, depreciation, and all other ex- 
penses incident to the ownership of an auto- 
mobile. 



OCTOBER TRANSACTIONS 

1st. Rents for September received from tenants of 426 Main Street, $190; salary check 
received. 

2d. Received rent for September from one of the tenants of 744 Harrison Avenue, $37.50; 
received bank statement for September showing interest on daily balances credited, $1.92; the 
janitors and servants are paid weekly; the secretary and chauffeur, monthly. Get check cashed 
at the bank for an amoimt suflBcient to make the following payments: janitor at residence, $15; 
janitor at 426 Main Street, $15; servants, $10; chauffeur, $85; salary of secretary, $75; Mrs. Howell's 
allowance for month, $75; President Howell, $50; send check to Mary for her allowance for month, 
$60. 

3d. Pay the following September bills: City Gas Co., $4.81; Edison Lighting Co., $3.50; 
Bell Telephone Co., $3; John T. Connor Co., groceries, $22.65; Manhattan Market, meats, vege- 
tables and fruits, $61.27; H. P. Hood & Sons, milk and cream, $8.30; Springfield Ice Co., $2.75; 
Chase Coal Co., year's supply of coal for residence, 14 T. at $7.50; 426 Main Street, 20 T. at $7.50. 

4th. Collected rents from remainder of tenants of 426 Main Street, $330; rent 744 Harrison 
Avenue, $35. 

6th. Pay Derby Desk Co. for typewriter desk and chair, $22; H. C. Poulson Co. for secre- 
tary's supplies, $13.20. 

9th. Pay wages of janitors and servants for week. 

14th. Springfield's tax rate for the year is $15.20 per thousand. Pay the taxes due tomorrow 
on residence including garage (assessed value of garage, $1750) ; 426 Main Street ($23,750) ; 744 
Harrison Avenue ($5200); Magnolia Terrace lots ($2700); personal property tax, $112. 

15th. Received dividend on American Telephone stock; received interest on New Haven 
bonds. 

16th. Pay wages for week. 
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20th. Received check from Educational Review for article which appeared in the August 
number, $50. 

23d. Pay wages for week. 

24th. Contribute $50 to the Springfield Hospital. 

26th. President Howell draws $20. 

28th. Pay dues for the year in the Union Club, $25. 

30th. Pay wages for week. 

Close the Cash Book, post all entries to date, and take a trial balance. In posting, write 
explanations for aU important items in the explanation space in the Ledger. This makes the Ledger 
more valuable for reference and aids in the analjrsis of the accounts. 

NOVEMBER TRANSACTIONS 

1st. Received salary check; rents from 426 Main Street, $125; dividend on Great Northern 
stock; pay interest on mortgage held by the Federal Trust Company; salary of secretary for Oc- 
tober, $75; chauffeur, $85. 

2d. Received rents from 426 Main Street, $185; rent from 744 Harrison Avenue, $72.50; 
received bank statement for October showing interest on daily balances credited, $1.17. 

3d. Give Mrs. Howell her allowance for the month ai^d give President Howell $60 for pri- 
vate use; pay annual premium on New York Life Insurance policy, $249.78; send Mary a check 
for her allowance; pay first installment of Mary's tuition for the year at Vassar, $75. 

5th. Pay gas, electric light and telephone bills, $11.90; bills for groceries, meats, etc., $74.82. 

6th. Pay wages of janitors and servants for the week; rents received from 426 Main Street, 
$210. 

10th. Took savings bank book to the bank and had semi-annual interest entered, $15.37. 

13th. Pay wages for the week. 

15th. Buy a typewriter of the Fox Typewriter Co. for $100; the company allows $20 for 
President Howell's old Oliver. 

18th. J. W. Whitten, a real estate agent, sells one of the Magnolia Terrace lots for $1500, 
charging 2% as his commission. 

20th. Pay wages for the week. 

21st. Repairs to automobile, $3.85; membership dues in the American Economic Associa- 
tion, $5. 

25th. Pay bill of W. B. Clark Co., for books. $23.25. 

27th. Pay wages for the week. 

28th. Bought two new tires for automobile, $62; gasoline, $10.20; pay six months' water 
rent as follows: residence, $12; 426 Main Street, $7.50; 744 Harrison Avenue, $10. 

29th. Pay carpenter's bill for making storm doors and windows for residence, $70; had a 
cement driveway built leading from the garage to the street, costing $40; pay biU of painter and 
paper hanger for painting woodwork and papering two rooms in one of the suites at 744 Harrison 
Avenue, $16.80. 

30th. Received royalties on book No. 1, $570.50; No. 2, $324.67. 

Close Cash Book, post, and take a trial balance. 

DECEMBER TRANSACTIONS 

1st. Received salary check; received rents from 426 Main Street, $140; 744 Harrison Ave- 
nue, $35; the mortgage on the property of W. T. Morgan is due today; as Mr. Morgan is not 
able to pay off the mortgage now, you agree to renew it for six months; a new mortgage note 
is made out and the record of the renewal made; interest to date paid in cash. 

2d. Received rent from 744 Harrison Avenue, $37.50; rents from 426 Main Street, $100; 
received November bank statement showing interest on daily balances credited, $1.68; pay gas, 
electric light and telephone bills, $13.65; send Mary a check for her allowance; pay secretary and 
chauffeur. 

3d. Give Mrs. Howell her allowance and give President Howell $100 for personal use; pay 
bills for groceries and provisions, $81.96. 

4th. Pay wages for the week; received rents from 426 Main Street, $225. 
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7th. Received a legacy of $1000 from the executor of the estate of an aunt who died about a 
year ago. (Credit Capital account.) 

8th. Pay bill of William H. Richardson & Co. for clothing bought by President Howell, 
$72; pay bill of Jackson & Sons for four pairs lace curtains, $48, and one Wilton rug, $52. 
10th. Bought a section for a Macey sectional bookcase, $6. 

11th. Pay wages for week. The insurance policies on the residence and household equipment 
expire the 15th; they are renewed today for three years, the premium on the residence amounting 
to $21.60; on the household equipment, to $16. 

12th. With the legacy received on the 7th, President Howell bought through a broker 5 
shares Adams Express Co. stock at 17634, brokerage, J%; the stock pays 3% on the last day of 
March, June, September and December. 

13th. As President Howell does not wish to take advantage of the privilege of subscribing 
to the new stock issue of the American Telephone and Telegraph Co., to be made January 1, he sells 
his twenty ** rights ** at $7.10 each, less broker's commission of lOff per " right.'* 

15th. A friend of President Howell's has a simmier cottage in northern Michigan for sale 
for $1200, which is considered a bargain. President Howell has purchased it, giving his check for 
the purchase price. 

16th. Received interest on City of Springfield .bonds. 

18th. Pay wages for the week; received rent from 426 Main Street, $55. 

22d. President Howell has made up a list of magazines for which he wishes to subscribe, 
placing the subscriptions with the W. H. Moore Agency, sending his check for $18.75. 

24th. Send check to the Second Presbyterian Society in payment of pew rent for next quarter 
$12.50. 

25th. Pay wages for the week. 

27th. As U. S. Steel has been selling close to 70, President Howell places an order with his 
broker to sell at that price. The stock was sold yesterday and a check is received today 
less commission of J%. The stock was sold ex-dividend. 

29th. Pay for repairs to boiler in 426 Main Street, $32.60; have 20 tons coal delivered at 426 
Main Street at $7.60 per ton. 

30th, Received dividend from Adams Express stock and from U. S. Steel stock. 

31st. Buy through a broker 10 shares Chicago & Alton R.R. 5% stock at 67^, usual broker- 
age; deposit in the Franklin Savings Bank an amount sufficient to bring the account up to $1000. 

The investment in La Verde Mining Co. stock proved to be very unfortimate. The stock 
has never paid a dividend, and it has been felt for some time that the investment represents an 
absolute loss. Prior to closing the books on December 31, therefore, President Howell advises you 
to write off this stock as a direct loss; in fact, knowing that it had little or no value, it should not 
have been included in the statement of assets prepared at the time the books were opened. 

Close Cash Book, post, and take a trial balance, after which the following work is required: 

(a) Make adjustment entries for the following: interest prepaid on Mortgage Payable; inter- 
est accrued to date on Mortgage Receivable; write off a depreciation of 25% on the cost of the 
automobile. Automobile Expense. 

(6) Prepare a Statement of Income and Expense for the three months ended December 31. 

(c) Prepare a Balance Sheet. 

(d) Make closing entries, post them and rule Ledger accounts. 

(e) Prepare a tabtdated statement showing the annual rate of income realized from each of 
President Howell's investments. Why is the rate of income from the two rental properties as re- 
vealed by the Ledger accounts not the true annual rate? 

(/) Prepare a statement showing the yearly expense to President Howell of owning his own 
home and its equivalent in monthly rent. 

EXERCISE 11 
QUESTIONS ON PRIVATE AND HOUSEHOLD ACCOUNTS 

1. Give several argtmients in favor of keeping private and household accoimts. 

2. Under what circumstances do you think it practicable for the accounts of a private indi- 
vidual to be kept after the manner illustrated in the Private Accounting exercise? 
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3. Design a specimen page of a book in which to keep private and household accounts in cases 
where the family finances are not extensive enough to justify double-entry bookkeeping. The 
book is to last one year, each month occupying a double page. Design also recapitulation sheet 
for the entire year. 

4. Define the term budget; what are the economic advantages of a budget? 

5. "Make up a budget for a family of three witli an income of $1800, showing the division of 
income among the following: Rent, Food, Clothing, General Household Expenses, Savings (in- 
cluding Insurance), Educational and Social, Church, Charity and Dues. Show percentage also. 

6. Make up a similar budget for a family of four with an income of $5000, adding other classes 
of expenditure if you think it advisable. 

7. What are your views on the advisability of maintaining an inventory of household furniture 
and equipment? State advantages and disadvantages. 

8. Design a form which could be used as a perpetual inventory of household furniture and 
equipment, and state how it would be used. 

9. Distinguish between the following standard types of life insurance policies: endowment, 
straight life, and term. 

10. Distinguish between mutual and stock insurance companies. 

11. What are the objections to assessment or fraternal insurance associations? 

12. What is meant by the ** cash surrender value " of an insurance policy? How long after 
the policy is taken out before it has a cash surrender value? 

13. If it is desired to carry accounts with life insurance policies on the books, at what amount 
should they be carried? To what class would such accounts belong? 

14. In opening a set of private books for an individual who owns his residence and several 
pieces of investment property, what value would you recommend placing upon the property? 
What value would you place upon securities owned? 

15. What two separate accounts should be kept with each piece of property and why? What 
name would you give each account for bookkeeping purposes? 

16. State clearly how an accoimt with vacant land should be handled. 

17. State the function of the Securities Owned account. What other name might be given to 
this account? 

18. State several important distinctions between stocks and bonds. 

19. Distinguish between par and market value. Upon which value are dividends declared and 
interest paid? 

20. What entry would you make for bonds bought at a premium? At a discount? What dis- 
position would you make of such premium or discoimt? 

21. What are " rights '' ? What is the customary rate of broker's commission? Is it reckoned 
upon par or market value? 

22. Distinguish between rate of dividend or interest and rate of income. 

23. How would you reckon the rate of income on securities? 

24. Luther Wright bought five house lots on Crescent Street on June 10, 1914, for $7500; 
he paid for grading and sodding, $112.50; taxes, 1914, $86; constructing sidewalks, $250. Jantiary 
12, 1915, he sold one of the lots for $2000. How would you handle the above on the books of Mr. 
Wright? 

25. J. S. Snow owns 25 shares of Baltimore & Ohio, pfd. which cost him 69. The stock pays 
an anntial dividend of 4%. What rate of income does it yield? 

26. What entry would you make in case a certain investment is written oflE the books because 
of its being worthless? 

27. You appreciate the need of a book to be used as a record of investments; different sec- 
tions of the book are to be used for stocks, bonds, savings bank accounts, insurance policies, both 
life and property, and mortgages. Design a specimen page for each section. 

28. Make a list of the usual regular expenses resulting from the ownership of one's home. 
How would you find the equivalent in monthly rent? 

29. F. B. Southwick owns a business block which cost him $75,000; he gave a purchase money 
mortgage for $40,000 at 5J^%. From January 1 to December 31, 1914, he received in rents, $14,000. 
Diuing the same period the expenses of the property were as follows: Taxes of $17.20 on an as- 
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sessed valuation of $70,000; insurance, $250; janitor service, $1200; fuel, $832.75; lighting of cor- 
ridors, stairways, etc., $92.60; repairs, $517.60; water rent, $80; he takes into account an annual 
depreciation of 2% on cost of the building, $60,000. Find the net income from the property for 
the year; also rate of income on owner's investment. 

30. An account with Investments appears on the private books of Miss E. H. Wendell, the 
account having been charged by her secretary with the cost of bonds and stocks purchased. 

(a) Included in the accoimt are 20 shares of American Woolen which cost 62; on December 
23, 1914, the stock was sold by her broker for 753^. What entry should be made? 

(6) Included in the accoimt are 10 $500 5% bonds of the X. Y. Z. R.R. which were bought for 
104 J^; these bonds mature on March 1, 1915, and are paid off by the company. What entry should 
be made at maturity? 

31. What distinction is made between the function of the accoimts Maintenance of Residence 
and Household Expenses? 

32. What entry would be made for semi-annual interest added to a savings bank account? 

33. What points should be brought out by a Statement of Income and Expense prepared for 
an individual? 

34. What method would you advise for filing paid bills in household accounting? How long 
would you keep such bills? 

35. How many hours a week do you think would be reqtiired to do the amount of work illus- 
trated in the private accounting exercise? 

36. To what practical uses can a numbering machine be put in an office? Where can this ap- 
pliance be prociu"ed and what is its cost? 

37. E. A. Merriam purchased a building lot in 1910 for $2000, and sold it five years later for 
$2750; during this time he paid taxes amoimting to $115 and incidental expenses $60. Allowing 
interest on the original investment at 5%, what was his profit? His per cent of profit? 

38. If Mr. Merriam in the question above had deposited his money in savings banks where 
the interest was compounded semi-annually at 2%, how much money would he have had five 
years later? 

39. Henry G. Stone bought a building lot on Bturoughs Street costing $2200, on which two 
years later he built a two-family house costing $8112. During the two years which elapsed before 
the house was completed, he paid taxes on the lot, $50; city assessments for sewer and gas con- 
nections, $75; incidental expenses, $30. He charged 4% interest on his original investment to the 
cost of the property. During the first year, the two apartments were rented for $40 and $45, re- 
spectively. The maintenance expenses diuing this time were insurance, $30; taxes, $162.50; repairs, 
$72.50; water rent, $37.50; he takes into consideration 2% depreciation on the cost of the house. 

Journalize the above and set up ledger accounts showing the cost of the property and the net 
income for the first year; also, the rate of income. 

40. N. F. Silsbee purchased the Dewey Building on January 1 for $60,000, paying $42,000 
cash, giving a mortgage for the remainder bearing interest at 5J^%. February 1, received cash for 
January rent, $1200; February 5, paid insiu-ance for one year, $200; March 1, received February 
rent, $1160, paid janitor's salary for January and February, $150; March 12, paid for putting a 
suite of offices in good condition for new tenant, $35; March 15, paid water rent to June 30, $80; 
March 31, received March rents, $1000; paid electric light bill for corridors, stairwajrs, etc., for the 
three months, $30; elevator service and repairs for the same time, $200; coal used for the three 
months, 80 tons at $7.50 per ton; estimated taxes for the period, $375; miscellaneous repairs, $112.50; 
new directory of offices and tenants installed, $100; construction of additional fire escapes, $400; 
rents due and unpaid, $220. 

Journalize the above, set up Ledger accoimts showing the cost of the property and the net 
income therefrom, taking accoimt of expenses and income accrued and expenses prepaid. Find rate 
of return on Silsbee's investment. 

41. What do recent statistics show to be the income of the average family in the United 
States? 

42. What are the chief characteristics of a good investment? 
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EXERCISE 12 
LIBRARY ACCOUNTS 

The Clark Library, Dajrton, Ohio, was established under the will of Judge Henry Curtis Clark, 
who died on March 27, 1893. By his will he gave the greater part of his property to the " Inhabi- 
tants of the city of Dayton *' for the founding of a free public library. 

The State Legislature by Chapter 210, Acts of 1893, gave authority to the city " to adopt 
and execute all the provisions of the will of Henry Curtis Clark, relating to the establishment and 
maintenance of a library in Dayton, and to perform all the conditions and to assume all the obliga- 
tions mentioned in said will, and to be forever botmd to the performance thereof.*' 

The legislature on December 12, 1895, granted a charter incorporating the " Trustees of the 
Clark Library," and sit a meeting of the City Council held December 20, the city accepted the 
provisions of the Acts of Incorporation and bound itself to the performance of the conditions of 
the will; among other things the city obligated itself: 

** 1. To pay all expenses incurred in the management and administration of the affairs of said 
library over and above the income derived from the fund provided by the will. 

** 2. To keep the library building in repair and to rebuild same in case of its destruction by 
fire or any other casualty. 

"3. To erect or provide such other building or buildings as may hereafter become necessary 
in consequence of the enlargement of the library.'* 

The will of Judge Clark provided for the establishment of three funds as follows: 

A Building Fund of $30,000 plus one-half of the income from all the funds to the end of the 
period set by the City Council during which the funds were to acamiulate. this fund to be used in 
the purchase or erection and the equipment of a fireproof library building. 

An Aid Fund of $50,000, the income to be used in aid of the city in pajdng the maintenance 
expenses of the library. 

A Book Fund consisting of the balance of the property after the creation of the other two funds, 
but not less than $150,000, to be carefully invested and kept intact, and the income to be used in 
the purchase and binding of books, photographs, works of art, music, etc., and for no other piupose. 

The City Council voted to allow the funds to acctmiulate until January 1, 1904, at the end of 
which time the trustees proceeded to erect and equip a building which, when completed, cost $123,- 
913.65, the equipment costing $8512.37 additional. The library was opened to the public inMay, 1905. 

In July, 1905, Dr. Herman Lowe died, and by his will gave to the inhabitants of the City of 
Dayton fifty thousand dollars to be securely invested until the same should amount to at Jeast 
sixty thousand dollars, said fund to be known as the Lowe Aid Fund, and the income thereof to be 
used in aid of the City of Dayton in defraying the necessary current expenses of the Clark Library. 
The bequest was accepted and received by the city and was placed in charge of the treasurer. 

The library under the control of an efficient and public-spirited Board of Trustees, elected by 
the citizens of Dayton, as provided in the will of Judge Clark, and under the administration of a 
capable, forceful, and practical librarian, very rapidly came to occupy a prominent place in the 
educational and social development of the city, and early justified the wisdom, generosity, and fore- 
sight of the donor. 

The treasurer, elected by and from the Board of Trustees, is the financial officer of the library. 
The income from the different funds is made payable to him, and he pays all bills after they have 
been properly authorized for payment, and keeps a record of all receipts and disbursements, to- 
gether with such accounts as will show the financial status of the library. He submits an annual 
report which is published as a part of the annual Report of the Trustees of Clark Library, under 
date of June 30, which is the last day of the fiscal year. The treastu-er is assisted in the clerical 
work connected with keeping the accounts of the library by one of the members of the library staff 
who spends three afternoons each week in his office. The treasurer receives a salary of $500. 

The double-entry system of bookkeeping is used, and accoimts are kept with assets, liabilities, 
and funds, with the different sources of income, and with the operating expenses. This method of 
keeping the books enables the treasurer to submit a report, showing the true financial condition of 
the library, together with an accurate statement of income and expenditure, and marks a dis- 
tinct step in advance of the loosely kept, unscientific system of accoimting which is all too com- 
mon among libraries. If a record is kept only of cash receipts and disbursements, with no attempt 
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to keep accounts with investment assets, it is impossible to determine the actual condition of the 
finances; if, on the other hand, the sjrstem of bookkeeping is so designed as to make possible a com- 
parison of fixed and current assets covering a period of years, interesting conclusions may be drawn 
and helpful suggestions may be obtained which will aid the trustees in the financial administration 
of the library; furthermore, if the library is dependent, in whole or in part, upon aid from the city, 
the appropriation asked for might not be voted, tmless the trustees were able to present an accurate 
statement of the finances of the library, together with a true accounting of income and expenditure. 

The only books that the treasurer keeps are a Jotuiial, Cash Book and Ledger. The Accessions 
Book is kept by the librarian and shows the cost or donated value of all books acquired. The li- 
brarian orders all books and supplies, approves the invoices when they come in, approves all ex- 
pense bills, makes out the pay rolls, and turns them over to the treasurer for payment; receipts 
from fines are turned over to the treasurer every month. The librarian is supplied with a Librarian's 
Fund from which small payments are made for supplies, minor repairs, express, car fare, etc. This 
fund is in chaise of the same member of the library staff who assists the treasurer in keeping the 
accounts; she also gives a part of her time to secretarial and office work for the librarian. 

Two separate bank accounts are kept by the treasurer. An account with the income from the 
Book Fund and with Lost Books Fund is kept in the Dayton National Bank, and one with the 
income from the Aid Fimds and from all other sources, in the Merchants Trust Company. The 
three funds are managed entirely by the trustees, of which the treasurer is chairman. The trustees 
are responsible for the judicious investment of the funds, and for all records pertaining thereto. 

A trial balance is taken monthly of the treasurer's General Ledger. The following is a copy of 
the trial balance taken March 31, 1910: 

Cash — Dayton National Bank $837.29 

Cash — Merchants Trust Co 587.09 

Librarian's Fund 25.00 

Library Building and Lot 123,913.65 

Furniture and Equipment 27,630.87 

Book Fimd Investment 215,400.00 

Clark Aid Fund Investment 50,000.00 

Lowe Aid Fund Investment 60,000.00 

Books m page) , 118,109.91 

Art and Music 27,657.80 

Book Fund $215,400.00 

Clark Aid Fund 50,000.00 

Lowe Aid Fund 60,000.00 

Lost Books Fund 24.80 

Surplus invested in Building and Equipment 151,544.52 

Surplus invested in Books, Art and Music 139,667.66 

General Surplus 25.00 

Income from Book Fund 6,912.54 

Income from Aid Funds 4,461.30 

City Appropriation 6,000.00 

Interest on deposits — Merchants Trust Co 21.27 

Income from Fines 152.25 

Income from sale of Waste 132.68 

Salaries of Librarian and Staff 3,762.60 

Newspapers and Periodicals 263.17 

Rebinding, Lettering and Repairing 152.97 

Library Supplies 232.80 

Expenses of Treasurer's Office 676.45 

Maintenance of Real Estate 2,830.20 

Maintenance of Forest Park Branch 1,637.20 

General Expenses (1 page) 337.52 

Insurance on Books and Equipment 287.50 

$634,342.02 $634,342.02 
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Comments on the Trial Balance: 

It is the custom to close the books annually. As the fiscal year ends June 30, the above trial 
balance shows the acomiulation of income and expense since July 1, 1909. 

It will be observed that the credits to Book Fimd, Clark Aid Fund and Lowe Aid Fund are 
the same as the debits to Book Fimd Investment, Clark Aid Fund Investment, and Lowe Aid 
Ftmd Investment. When each fund or endowment was originally received, an entry was made 
debiting Cash (if the executor of the estate turned over the gift to the library in cash), and crediting 
the proper fund. When this cash was invested in income-producing property or securities, an entry 
was made debiting the proper fund investment account and crediting Cash, leaving the accounts 
as they appear above. The fund accounts represent the liability or the accountability of the trus- 
tees of the library to the donor; the investment accounts represent the property or seciuities in 
which the funds are invested. 

Note that the sum of the debits to Library Building and Lot accoimt and Furniture and Equip- 
ment accoimt agrees with the credit to Surplus Invested in Building and Equipment. 

At the close of the fiscal year, an adjusting entry is made, debiting Income from Book Fund and 
crediting Surplus Invested in Books, Art and Music for the total purchases of books, art and music 
for the year. When this entry is made, the sum of the debits to the Books accoimt and to the Art 
and Music account should agree with the credit to Surplus Invested in Books, Art and Music. 
The adjusting entry may be made monthly if preferred. 

The total of the accotmts showing operating expenses subtracted from the total income ex- 
clusive of Income from Book Fund equals the balance in the Merchants Trust Company, this 
being the unexpended balance of the income from Aid Funds and from all other sources. The 
balance of the accoimt in the Dayton National Bank shows the unexpended balance of the Income 
from Book Fund, plus the balance of the Lost Books Ftmd; or, in other words, the Income from 
Book Fund less the balance in the Dayton National Bank equals the investment in books, art and 
music made since the beginning of the fiscal year. 

A careful study should be made of all the items in the trial balance. The use and function of 
each Ledger accoimt should be understood and the rules for debiting and crediting each account 
carefully learned. 

General Remarks: 

You are the member of the library staff whose duty it is to assist the treasurer in keeping the 
accounts. You may open a new Ledger, allowing one-third of a page to all accounts in the March 
trial balance with assets, liabilities, and funds, one-half page to all income and expense accounts. 

As most of the bookkeeping work consists of recording cash receipts and payments, the Cash 
Book is the most important book of record. The left-hand page should be headed ** Cash Receipts," 
and colimins provided for Date, L. F. (Ledger folio), Account Credited, Explanation, D. N. B. 
and M. T. Co.; the heading of the right-hand page should be " Cash Disbursements," and the col- 
umns headed Date, L. F., Accoimt Debited, Explanation, D. N. B. and M. T. Co. The cash balance 
should be recorded under date of April 1. Enter the proper balance on the first stub of each of the 
Check Books. 

The Journal is used only for such current transactions as do not belong in the Cash Book, 
for closing and adjusting entries, and for recording data and memoranda of historical value. In 
addition to its use in a strictly bookkeeping sense, the Journal should be regarded as a diary of 
events associated with the growth of the library. 

All cash received by the treasurer, in whatever form, is deposited promptly, all receipts except 
the income from the Book Fund being deposited in the Merchants Trust Company. All disburse- 
ments are made by check with the exception of the petty payments made by the librarian from the 
Librarian's Fund. In paying bills, care should be taken to draw the checks against the proper 
bank account. It should be remembered that only invoices covering the purchase of books, works 
of art, and music, and bills for binding, are paid out of the Dayton National Bank account. Each 
bank pays interest on daily balances of over $100. 

The appropriation made by the City Council for the current year was $8500. The librarian 
and staff, treasurer, janitors and other regular employees, receive a yearly salary payable in equal 
installments on or about the 15th and the 30th of each month. The treasurer's assistant receives 
$50 per month as a member of the library staff and it is agreed that one-third of her salary shall 
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be charged to the expenses of the treasurer's office. The present librarian is Henry W. Cutter; 
treasurer, Charles W% Childs. Checks should be signed, Chas. W. Childs, Treas., By . 

RXJLES FOR DEBITING AND CREDITING CERTAIN ACCOUNTS FOUND IN 
THIS EXERCISE THAT ARE PECULIAR TO A LIBRARY 

CASH — DAYTON NATIONAL BANK 



Credit: 

With all payments for books, art and 
music, and for binding. 



Debit: 

With the income from the Book Fund, 
with interest on deposits and with money 
received from lost books. 

The balance represents the unexpended balance of income from the Book Fund, plus the bal- 
ajice of the Lost Books Fund. 

CASH — MERCHANTS TRUST COMPANY 



Credit: 

With all payments made except for books, 
art and music, and binding. 



Debit: 

With the income received in cash from 
all sources except from the Book Fund, and 
with interest on deposits. 

The balance represents the excess of income received in cash over- the disbursements for operat- 
ing expenses. 

BOOKS 



Debit: Credit: 

With the cost price of books purchased With the cost or donated value of books 

or with the appraised value of books donated. lost, discarded, or otherwise disposed of. 

The balance of the account is an asset and shows the cost of all books in the library. 

ART AND MUSIC 

The same rules apply to debiting and crediting this accotmt as are given for the Books account. 

LOST BOOKS FUND 



Credit: 

With money received for lost books. 



Debit: 

With the cost price of books bought to 
replace lost copies for which payment was 
made to the library. 

The balance of the account showing the amount not yet invested in new books shotdd appear 
on the Liability side of the Balance Sheet under the sub-heading ** Ftmds." 

SURPLUS INVESTED IN BUILDING AND EQUIPMENT 

The credit to this accoimt represents the investment of gifts, bequests, or of any part of the 
general fund in buildings and equipment. 

The balance should be shown on the Liability side of the Balance Sheet tmder the sub-heading 
" Surplus." 

SURPLUS INVESTED IN BOOKS, ART AND MUSIC 

Credit this account by means of a Journal entry made monthly or yearly with the investment 
in books, art and music for the period; at the same time debit Income from Book Fund. 

The balance of the account represents the total surplus invested in books, art and music, 
and should be shown on the Liability side of the Balance Sheet under the sub-heading " Surplus.*' 

GENERAL SURPLUS 
Debit or credit this accotmt at the close of the fiscal year with the balance shown by the Income 
and Expense accotmt. 

If a part of the general surplus is expended for additions or improvements to the building or 
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eqtiipment, an entry should be made in the Jotimal debiting General Surplus and crediting the 
proper Surplus Investment accoimt, in addition to the entry in the Cash Book debiting the proper 
Asset accoimt and crediting Cash. 

A deficit for the period is shown if the debits to the account exceed the credits; a net surplus 
is shown if the credits exceed the debits. 

INCOME FROM BOOK FUND 



Debit: 



Monthly or yearly, as preferred, with the 
investment in books, art and music made diu*- 
ing the period; at the same time, credit Surplus 
Invested in Books, Art and Music. 



Credit: 

With the income received from the Book 
Fund investments and with interest on de- 
posits as shown by the monthly statements 
received from the bank in which the income is 
deposited. 

The balance shows the imexpended income from the Book Fimd and should be entered on 
the Liability side of the Balance Sheet. 



INCOME FROM AID FUNDS 

INTEREST ON DEPOSITS — MERCHANTS TRUST COMPANY 

INCOME FROM FINES 

INCOME FROM SALE OF WASTE 



Credit: 

With income received from the sources 
indicated by the titles of the accounts. 
At the close of the fiscal year, these accounts are closed into the Income and Expense account 
by means of a Journal entry. 

SALARIES OF LIBRARIAN AND STAFF 
REBINDING, LETTERING AND REPAIRING 
INSURANCE ON BOOKS AND EQUIPMENT 



Debit: 

With all pajmfients made for the purposes 
indicated by the titles of the accounts. 



NEWSPAPERS AND PERIODICALS 



Debit: 

With subscriptions to the newspapers and 
periodicals with which the reading room is 
supplied. 

Subscriptions to newspapers and periodicals are usually paid for out of the current funds 
of the library and not out of the income from book funds. The expense of binding periodicals, how- 
ever, which are to be placed on the shelves, should be met out of the income from book funds, and 
should be debited to the Books account at the cost of binding. 

LIBRARY SUPPLIES 



Debit: 

With the cost of all supplies bought for 
use in the main library, including stationery, 
ink, pens, typewriter supplies, paste, dating 
stamps, numbering stamps, rubber stamps, 
blotting paper, waste baskets, erasers, shears, 
etc. 
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EXPENSES OF TREASURER'S OFFICE 



Debit: 

With salary of treasurer, with services of 
assistant, and with all supplies bought for use 
in connection with the work of the treasurer, 
such as blank books, printed forms, stationery, 
etc. 

MAINTENANCE OF REAL ESTATE 



Debit: 

With the cost of repairs to building and 
fixttares, fences, cement walks and grotmds, 
and with janitors' services, janitors' supplies, 
insurance on buildings, water tax, extra help 
for cleaning, etc. 

MAINTENANCE OF FOREST PARK BRANCH 



Debit: 

With salary of branch librarian and as- 
sistants, expressage on books to and from the 
main Ubrary, rent of building, heating, light- 
ing, telephone service, suppUes, etc. 

GENERAL EXPENSE 



Debit: 

With light, fuel, postage, telephone service, 
telegrams, traveling expenses, entertaining, 
publicity, etc. 

At the close of the fiscal year, the balances shown by the accoimts showing expenses of operat- 
ing the Ubrary are closed into the Income and Expense accotmt by means of a Journal entry. 

Following is a list of additional accounts suggested for Ubraries: 

Balance Sheet Accounts: 

Statuary. 
Securities Owned. 
Accoimts Receivable. 
Inventories of: 

Library Publications. 

Library Supplies. 

Fuel and Janitor's Supplies. 
Insurance Premitmis Prepaid. 
Notes Payable. 

Income and Expense Accounts: 

State Appropriation. 

Subscriptions. 

Donations. 

Income from Securities Owned. 

Income from Rents. 

Income from Sale of Library Publications. 

Income from Fees of Non-Residents. 

Freight and Express. 

Telephone and Telegrams. 

Rent, Heat and Light. 

Interest on Notes Payable. 
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TRANSACTIONS FOR APRIL 

2iid. Bank statements received showing interest on daily balances for March in the Day- 
ton National, $5.30; (Credit Income from Book Fund) Merchants Trust, $8.06; (Credit Interest 
on Deposits) ; receive April installment of city appropriation, $500. 

5th. Receive income Clark Aid Fund, $67.50; pay Dayton Gas and Electric Co. lighting bill 
for March, Main $32.99, Branch, $7.80; Herald Printing Co., library supplies, $22.50; Central 
Telephone Co., March, $3.25; Elite Laundry, $4.56. 

Oth. Make a deposit of checks on hand; receive income from Book Fund, $600; E. R. CxiUen 
pays for lost book, $2.60; pay A. B. Holmes for typewriting, $13; Merchants Trust, safe deposit 
box rental, $8; make deposit. 

10th. Pay Berlin Photograph Co., photographs, $185.15; Richard Badger, books, SI 14.46; 
P. Blackington Sons Co., binding, $26.90. 

13th. Receive income from Lowe Fund, $125; pay Anderson Auction Co. for books, $312.15. 

15th. Write check covering pay roll as follows: librarian and staflf, $275; treasurer, $20.83; 
janitors, $57.50; charge $60 of pay roll to Maintenance of Forest Park Branch ($60 included in $275). 

16th. Sell a lot of old catalogue cards to the School Department, City of Da3rton, $17.50. 

19th. Make a deposit; pay Library Biu-eau for supplies, $108; Lea & Febiger, books, $184.30. 

22d. Pay dues American Library Association, $5. 

23d. Pay James Mtmroe for repairing roof and chimneys, $9.80. 

25th. Receive income from Aid Fimds, $72.50. 

28th. Pay Smith Premier Typewriter Co. for repairing machines, $14.85; librarian's bill for 
traveling expenses, $16.45; Kimball & Cory Coal Co., coal, $190. 

30th. Receive income from Aid Funds, $30; Book Fimd, $60; write check for pay roll; make 
deposit. 

You have charge of the Librarian's Fund and make most of the payments from it. The fimd 
is conducted according to what is known technically as the " Imprest Fund " system. 

To establish the Imprest Fund, a check is drawn by the treasurer for an amoimt which it is 
thought will be adeqtiate for all demands upon the fund for a certain period, say a month. An 
entry is made in the Cash Book debiting Imprest Fimd, Petty Cash Fund, Librarian's Fund, or • 
whatever other name may be given to it. The check is then converted into ctirrency which is given 
to the person who is to have charge of the fund. The ctirrency should be placed in a drawer or cash 
box, entirely apart from all other cash. Vouchers should be secured supporting every pajmaent 
made from the fund, each payment being recorded in a Petty Cash Book. At the close of the month, 
or earlier, if the fund becomes exhausted, a statement of all payments made from the fund to- 
gether with vouchers supporting same, is turned over to the treasurer who draws a check for an 
amount equal to the total disbursements as shown by the statement. When this check is cashed, it 
restores the fund to its original amount. When the check is drawn replenishing the fund, an entry 
is made in the General Cash Book, charging the proper accoimts with the payments made from 
the fund as shown by an analysis of the statement rendered by the petty cashier. It will be seen 
that the fund after being created remains intact ; it is neither debited nor credited unless it is decided 
to permanently increase or diminish the fund. The currency in the petty cash drawer plus the total 
of the vouchers should at all times agree with the amoimt of the fimd as shown by the Imprest 
Fund account. 

The following is suggested as a form of petty cash voucher: 



PETTY CASH VOUCHER 

191.. 

Received from Clark Library 

for 


No 

$ 


Charge Account 

(Signed) 



On April 1, you had in the petty cash drawer currency equal to the full amount of the fund, 
the fund having been replenished on March 31. During April you made pajmaents from the fund 
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as follows : April 7, stamped envelopes, $10.24 ; 12th, express, |1 .25 ; 17th, car fare, 50ff ; 18th, brooms, 
$1.60; 22d, express, 60ff ; 25th, two panes of window glass replaced, $1.50; 29th, parcel post stamps, 
$1; 30th, express, 75^. 

Show the Petty Cash Book with all payments for the month entered. On May 1, you submit 
a statement to the treasurer showing the April disbursements, and a check is drawn to replenish 
the fund. Draw the check and make proper entry for it in the General Cash Book. 

Close Cash Book and post all entries to the Ledger; in posting, write suitable explanations in 
the space provided in the Ledger, so that the-postings will be self-explanatory. Take a trial balance. 

MAY TRANSACTIONS 

1st. Receive May installment of city appropriation, $1000. 

2d. Receive bank statements showing interest credited on daily balances in Dayton Na- 
tional, $1.10; in Merchants Trust, $1.32; receive from librarian for fines, $3.60. 

3d. Receive income from Lowe Aid Fimd, $119.75. 

4th. Make deposit; pay Dayton Gas & Electric Co., lighting. Main, $22.44, Branch, $6.35; 
supplies, $6.05; EUte Laundry, $6.10; Central Telephone Co., $3.25; Diamond Paste Co., $3.50. 

6th. Pay Kingsbury Printing Co. for printing, $6.50. 

10th. Receive income from Book Fund, $120; Thomas Hart pays $1.50 for a book which he lost. 

11th. Receive income from Aid Fimds, $32.50; pay W. B. Clark Co. for books, $20; these 
books were bought to replace lost copies for which pajmaent has been received; make deposit. 

13th. The Trust Funds Committee report the sale of a parcel of real estate in which a part 
of the Lowe Fund was invested, at an increase over cost of $5000; the amount received for the real 
estate was immediately invested by them in bonds. (Journal entry.) 

14th. Pay Charles Jacobs for books, $103.75; Detroit Publishing Co., photographs, $24.80; 
G. E. Stechert & Co., books, $87.92. 

15th. Write check for pay roll. 

17th. Buy typewriter from Fox Typewriter Co., $110; pay invoice of Library Bureau for new 
cabinet case, $292; buy new chairs of C. N. Harlow Co., $57.60. (As these purchases represent an 
investment of a part of the Aid Fund in new equipment, a Journal entry should also be made debit- 
ing General Surplus and crediting Surplus Invested in Building and Equipment.) 

18th. Receive income from Aid Funds, $102.25; make deposit. 

20th. Receive a bequest of $10,000 from the estate of Samuel W. Lee for the creation of a 
fund to be used in the purchase of a lot and the erection of a suitable building for the Forest Park 
Branch. This fund, to be known as the Forest Park Building Fund, is to remain in the custody of 
the treasurer and by him invested until such a time as the fund increased by interest accumulations, 
subsequent bequests or gifts, or by appropriation of the City Coimcil shall be adequate for the piu*- 
pose intended; receive also from the executor of the estate the sum of $500 which with interest ac- 
cumulations is to be used in the purchase of a memorial tablet to be placed in the building when 
erected. This bequest together with the Memorial Tablet Fund is deposited in the Merchants 
Trust Company awaiting investment. Write a memorandum of this bequest in the Journal. 

23d. Receive from sale of waste paper, $12; pay Wheat & Packard for rubber matting, $33. 

24th. Pay Globe Printing Co. for printing 1000 copies of the Clark Library By-Laws and 
Regulations for free distribution, $125. 

25th. Receive income from Aid Funds, $55; income from Book Fimd, $300. 

27th. Pay Frank W. Kidder $100 for option on proposed building lot for new branch library, 
the option to expire June 15. (Debit Option on Building Lot.) 

An option in the above sense is a privilege, granted for a limited time and secured by the pay- 
ment of a nominal sum of money, of purchasing land at a certain price. The amount paid for the 
option applies on the purchase price in case the sale is completed. 

29th. Make deposit; transfer by check the Lee Memorial Tablet Fimd to the Park Savings 
Bank where it will go on interest June 1 ; write check for pay roll. Submit statement of petty cash 
payments for May as follows: 5th, post cards, $2; 8th, luncheons, $1.50; 11th, incidental supplies, 
$2.40; 12th, expressage, $1.40; 18th, postage, $10; 25th, extra help cleaning, $2.60; write a check 
for the replenishment of the fund; make entry in the General Cash Book; show Petty Cash Book 
with May payments recorded. 

Close Cash Book, post all entries from Cash Book and Journal, and take a trial balance. 
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TRANSACTIONS FOR JUNE 

2d. Receive remainder of city appropriation for the fiscal year, $1000; receive income 
from Book Fund, $250; deposit these amounts. 

3d. Receive Dajrton National statement for May showing interest added, $1.38; Merchants 
Trust, $6.12; receipts from fines for May, $11.30. 

4th. Pay the following bills: Elite Laundry, $4.75; Dajrton Gas & Electric Co., Main, $19.71, 
Branch, $5.95; Central Telephone Co., $3.90; Carter's Ink Co., ink and pens, $6.25. 

6th. Cashed check of $50 to provide Mr. Cuttet, the Ubrarian, with traveling expenses while 
attending the meeting of the American Library Association to be held in Pittsburgh, June 8-10. 

9th. Pay Phelps & Co., $16.50 for repairing clock. 

10th. Receive frcm sale of waste paper, $18.75. 

11th. Pay Chivers Bookbinding Co., binding magazines, $205.60; D. Appleton Co., books, 
$131.85; Boston Music Co., music, $24.60. 

12th. Pay Dennison Manufacturing Co., library supplies, $4.50; Dajrton Art Store, framing 
pictures, $35. (Charge Art and Music.) 

14th. Receive. income from Book Fimd, $300; Mr. Cutter refunds expense money, $16.80. 

15th. Write check covering pay roll, $353.33; take up option on building lot which expires 
today; the price agreed upon for the lot is $2500; write Mr. Kidder a check for that amount, less 
the $100 already paid. (Make a Journal entry closing Option on Building Lot accoimt into Forest 
Park Building Lot account.) 

16th. Receive income from Aid Fimds, $22.50; make deposit. 

18th. Pay Elson & Shaw, attorneys, for preparing abstract of title of Forest Park lot, $10. 

19th. Invest remainder of Building Fund in City of Dayton 4's, 1920, denominations of $1000, 
at 9d}4 and accrued interest, interest payable semi-annually, on the 30th day of Jime and Decem- 
ber; the iminvested portion of the fund is deposited in the Park Savings Bank. (Make an entry 
debiting Forest Park Building Fund and crediting Surplus Invested in Forest Park Building Lot 
for cost of lot to date.) 

A Bond is an interest-bearing obligation of a city. State or government, or of a private corpora- 
tion, to pay to the bearer or registered holder thereof, the principal amoimt of the bond, at a fixed 
date of matiuity. 

A bond is usually spoken of by the name of the government or corporation issuing it, by the 
rate of interest it bears, and by the year in which it matures. Example: United States Steel, 4's, 
1936. 

Bonds are usually issued in denominations of $500 and $1000, although many corporations 
now issue them in denominations of $100. 

22d. Pay Buffalo Historical Society for books, $23.20; Chivers Bookbinding Co., binding 
magazines, $217.79. 

23d. Pay J. W. Hanford, blotting paper, $8; West Disinfecting Co., supplies, $17.50. 

25th. Pay bill of H. C. Paul & Co. for two new tables for reading room, $65. (Addition to 
equipment.) 

26th. Pay Ritter & Flebbe, books, $47.50; G. E. Stechert & Co., books, $187.70; pay Dayton 
Binding Co., rebinding books, $9.60. 

27th. Pay Hayden Express Co. bill for transferring books to and from Forest Park Branch, 
$20. 

28th. Pay J. B. Lippincott Co., books, $75; Doubleday, Page & Co., books, $112.35. 

29th. Pay C. H. Lyman & Co., subscriptions to periodicals, $38.60; receive income from Aid 
Funds, $13.62. 

30th. Receive check for interest on City of Dajrton bonds which is immediately deposited in 
Park Savings Bank; write check for pay roll; pay John F. Martin, agent, rent of rooms occupied by 
the Forest Park Branch for April, May and June, $300. 

Petty cash payments for Jtme were as follows: 3d, express, 75 ff; 6th, postage stamps and post 
cards, $5; 15th, recording deed, $2; 22d, library supplies, 30f4; 25th, lawn mower sharpened, 25f5; 
29th, carfare, 20f4; write check for the replenishment of the fund; make entry in General Cash 
Book; show Petty Cash Book with June disbursements recorded. 

Close Cash Book, do all posting to date. 
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Make an entry in the Joiimal debiting Income from Book Fimd and crediting Surplus In- 
vested in Books, Art and Music with the total cost of books, art and music bought during the year. 
The amoimt so invested is foimd by deducting the balance in the Dayton National Bank less the 
balance of the Lost Books Fimd, from the Income from Books Fimd. Post the entry just made. 

Take a trial balance, after which the following are required: 

(a) Statement of Income and Expenditure for the year ended Jime 30, 1910. Take into account 
unexpired insurance, $100. Balance of Income from Book Ftmd appears in the Balance Sheet and 
not in Statement of Income and Expense. 

(b) Balance Sheet as of Jime 30, 1910. (List all assets at their Ledger valuation; this does not 
take into accotmt depreciation on the fixed assets, and a footnote should be shown on the Balance 
Sheet calling attention to this fact.) 

(c) Stmimarized Statement of Cash Receipts and Disbursements. 

The above exhibits are for publication as the Report of the Treasurer of Clark Library for the 
year ended June 30, 1910. They should be prepared with great care. 

In a formal report for publication, it is customary to write an introductory statement addressed 
to the proper authorities and signed by the treasurer, calling attention to the contents of the report. 
See page 57 for suggestions. 

MISCELLANEOUS EXERCISES 

1. Make entries to close the Ledger of the Clark Library, post them, and rule Ledger accounts. 

2. Find yearly per cent of income realized from Book Fimd Investment; from Aid Fimds 
Investment. 

3. Prepare bank statement of the Merchants Trust Company received Jime 3. (Envelope sys- 
tem.) You find that three of the checks issued during May were not returned by the bank. How 
do you account for this? Prepare a Reconciliation of Bank Statement. Why is such a statement 
prepared? 

4. Journalize the following: October 3, the Deerfield Library received a cash gift of $5000 
from Patrick L. Sullivan, the income to be used for the purchase of standard Catholic books. Oc- 
tober 16, the money was invested in stock of the Commercial National Bank, at $260 per share. 
December 1, a quarterly dividend of 3% was received on the bank stock. 

How much of the Sullivan fund remains iminvested? 

5. Design pay roll for Clark Library according to the following specifications: 
Size of form, 8" x lOj^''. 

Horizontals: 
1/^" top edge to double red. 
J^" to next double red. 
5^" double red to first faint line. 
19 additional faints. 
I" from last faint to single red. 
3^" single red to double red. 

Perpendiculars: 
1" left edge to double red. (Binding space.) 
2" from double red to next double red. (Name.) 
l}4'' double red to next double red. (Period.) 
}/^" double red to single red 1 .^ , - ^ 

3^" single red to double red f ^ 

3^" double red to single red \ /a . p ' a\ 

Ji" single red to double red J 
2'' double red to right edge. (Signature.) 
The heading of the pay roll should be: 

CLARK LIBRARY 
DAYTON, OHIO 

Pay roll for Ending 191 . . Check No 

Cash Book 
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Circular holes should be punched in the binding space at the left so that the pay roll can be 
inserted in a National Ring Binder. 

6. (a) From the following schedule of monthly salaries paid by Clark Library, make out the 
pay roll for April 15 on the pay roll blank which you designed. 

Henry W. Cutter, Librarian $180.00 

Nellie Vining, Librarian, Forest Park 60.00 

Florence Wright, Forest Park Asst 40.p0 

Mary E. Martin 50.00 

Harriet W. Cobb 50.00 

Bertha M. Wood 35.00 

Alice C. Damon 40.00 

Fannie N. Bell 35.00 

Hazel Baxter 40.00 

Anna J. Walsh (F. P.) 20.00 

Charles W. Childs, Treasurer 41.66 

William Dewey, Janitor 75.00 

Prank W. Merrill, Asst. Janitor 40.00 

(6) Prepare a memorandtmi to give to the bank teller with the pay roll check showing the 
number of bills and coins of different denominations reqtiired to make up the pay envelopes. 

7. In order to save time in posting and to economize space in both the Cash Book and Ledger, 
as well as to aid in systematizing the accounts, the larger Ubraries often have Cash Books with 
special columns designed for their partictdar use. Instead of posting separate items to the Ledger, 
as is necessary in a Cash Book of ordinary ruling, the totals of the special coltmms are posted at 
the end of each month. 

The following form of a special coltmm Cash Book, which you are asked to design from the speci- 
fications given, is a form recommended by the Wisconsin Free Library Commission for use in the 
libraries of that State. 

Use a sheet of semi-ruled paper heading the left page Cash Receipts and the right page Cash 
Disbursements. 

Horizontals: 

Provide for a space at the top of each page in which to letter the headings of the columns, 
by ruling two pairs of double red lines two spaces apart. 
Perpendiculars: {Receipts.) 

J^" Irft edge to single red \ j-v x 

Ji" single red to double red J 

3^" double red to next double red. (Voucher No.) 

2J^" double red to next double red. (Name of Accotmt.) 

From double red to right edge, rule 7 money columns, }^" allowed for dollars, J^" for cents, 
the colimms to be headed respectively. Balance, City Appropriation, Fees, Fines, Cash Gifts, Other 
Sources, Total Receipts. 

Perpendiculars: (Disbursements.) 

Beginning at left edge, rule 11 money columns, dimensions same as on "Receipts " side, 
heading the columns respectively, Total Disbursements, Books, Periodicals, Binding, Salaries, 
Rent, Heat and Light, Repairs and Improvements, SuppUes, Printing, Postage, Sundries. 

8. Write rules for debiting and crediting the accotmts foimd in the supplementary list on 
page 49. 

9. As librarian of the Rutland Free Library, prepare a budget of estimated expenditures for 
the year 1913 to present to the City Council in support of a request for an appropriation of $9000. 
The budget should show estimates for Books, 20%; Periodicals, 3.5%; Binding, 3%; Salaries, 
37.3%, Heat and Light, 9.2%; Repairs, 2%; Permanent Improvements, 3%; Insurance, 1.8%; 
Library SuppUes, 2.6%; Janitor, 5.8%; Incidentals, 11.79%. 
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EXERCISES IN PREPARING TREASURERS' REPORTS 

Business and professional men, because of their prominence and wide acquaintance in a social 
and business way, are often chosen to be treasurers of various institutions, such as societies, clubs, 
hospitals, libraries, etc. For the reason that the clerical work connected with such an ofl&ce is gen- 
erally done by the private secretary, it is desirable that her training include some practice in keep- 
ing the necessary accounts and in the technique and arrangement of a treasurer's report. 

It is the general practice of such institutions to reqtiire the treasurer to submit a report at the 
annual meeting and as a rule the report is printed as a part of the annual report of the institution. 
If the treasurer's books are kept by single entry the only book that would probably be kept would 
be a simple Cash Book; the report of the treasurer in such cases would consist of nothing more than 
a condensed statement of cash receipts and dislxirsements for the year. If the books are kept by 
double entry, however, with Ledger accoimts for all assets and liabilities and with the various 
divisions of income and expense, the report of the treasurer would, as a rule, consist of a Statement 
of Income and Expense for the year and a Balance Sheet. 

In general, the report of a treasurer consists of a statement in the form of a letter addressed 
to the proper authorities and signed by the treasurer. If the report is short, as, for example, if it 
consists of only a statement of cash receipts and disbursements, the more common practice is to 
embody the technical part of the report in the letter which is submitted, the signature coming at 
the end. If, on the other hand, the report consists or two or more separate schedules, it is preferable 
to open the report with a short presentation letter properly signed, the letter being followed by the 
several financial schedules that go to make up the remainder of the report. 

Following are model forms of introductions to actual printed reports which will give some idea 
of the standard wording and arrangement of such reports as they appear in practice. These will 
serve as suggestions to the student in compiling the reports required in the several exercises that 
follow. 

INTRODUCTIONS TO TREASURERS' REPORTS 
Women's Educational and Industrial Union 

Report op the Treasurer 
To the Board of Government, 
Women's Educational and Industrial Union: 
I have the honor to present the thirty-third annual report of the Treasurer, together with the 
Auditor's report for the year ending September 30, 1911. 

HELEN PEIRCE, Treasurer, 

To the Trustees of Amherst College: Amherst, Mass., July 31, 1912. 

The Treasurer herewith presents a report of the financial condition of the College at this date 
and of the financial transactions for the fiscal year ending this day. 

Respectfully submitted, 

HARRY W. KIDDER, Treasurer. 

New York, December 18, 1912. 
To the Members of the New York Athletic Club, 
Gentlemen: 

The Financial Statement of the Club, which is herewith submitted to you, presents in full 
detail the report for the fiscal year ending November 30, 1912. 

Respectfully submitted. 
Approved: MARTIN S. PAINE, Treasurer. 

LOUIS BENDER, 1 

ROBERT H. GOFFE, [ Committee on Auditing. 
WILLIAM L. MILLER, J 

Report of the Treasurer for the Year ended January 30, 1912 
To the Corporation of Simmons College: 

I have the honor to present the eleventh annual report of the Treasurer, together with the 
report of the Auditing Committee for the year ended January 30, 1912. 
Boston. September 4. 1912. ROBERT T. PAINE. 2d. Treasurer. 
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The Catholic Union of Boston 

Report of the Treasurer for the Year ending April 1, 1911 

(Body of Rqx)rt.) 

(Signed) J. B. KELLEY, Treasurer. 



Clark Library 

Office of the Treasurer 

Dayton, Ohio, June 30, 1910. 
To His Honor the Mayor and the City Council, 
Sirs: 

I herewith submit my seventh annual report as Treasurer of Clark Library, as follows: 
Exhibit A — Balance Sheet, June 30, 1910. 

Exhibit B — Statement of Income and Expenditure for the year ended June 30, 1910. 
I believe the above exhibits give a true and accurate report of the financial condition of the 
Clark Library. 

Respectfully submitted, 

(Signed) CHARLES W. CHILDS, Treasurer. 



EXERCISE 13 
Arlington Tuesday Club 

Treasurer's Report 

The Arlington Tuesday Club is a woman's club founded in 1897 *' to promote ethical, social 
and intellectual culture.** The membership of the club is limited to three himdred members, all of 
whom must be residents of Arlington. The annual membership dues are $5, with an entrance fee 
of $2 additional for new members. The financial year ends May 31, on which date the annual meet- 
ing is held, tmless the 31st should fall on Sunday, in which case the annual meeting would be held 
Jtme 1. 

The officers of the club consist of a President, three Vice-Presidents, a Secretary, Treasurer, 
Auditor, and a Board of Twelve Directors. These officers constitute the Executive Committee and 
have charge of all the affairs of the club. 

The duties of the Treasurer are set forth in the By-laws as follows: 

" The Treasurer shall receive, collect, hold, and pay out all moneys subject to the orders of 
the club. She shall keep a complete and accurate account in detail of all moneys received and ex- 
pended by her, and shall pay only those bills which are approved by the Executive Committee. 
She shall procure a voucher for all payments made and shall file all vouchers in such a manner as 
to make them easy of inspection by the Auditor. She shall issue tickets of membership which shall 
constitute a receipt for the annual dues. She shall render a complete report in writing of all cash 
receipts and disbursements at the annual meeting.** 

According to the By-laws, the Auditor's duties are to " audit the Treasurer's accounts, ascer- 
tain that all payments have been properly authorized, examine vouchers for all payments and present 
at the time of the annual meeting a certificate setting forth the extent of the audit.** 

As Treasurer of the club, you have kept a Cash Book in which you have recorded all cash re- 
ceived and expended. You have deposited all cash received except a small amoimt kept on hand 
to pay bills which could not conveniently be paid by check. The Executive Committee has agreed 
to accept canceled checks as sufficient vouchers for bills paid by check in case receipted bills were 
not obtainable. You have prociu^ Vouchers from persons receiving the money for all payments 
made in currency. 

The Cash Book shows receipts and payments for the year as follows: 

Cash on hand June 1, 1911, $356.48. The 258 members all paid their annual dues, there being 
seven new members admitted during the year and included in this nimiber. Certain classes were 
conducted dtiring the year for the benefit of members, a nominal charge being made to help de- 
fray expenses. These classes and receipts from each were as follows: Physical Culture, $129.50; 
Literature, $73; History and Travel, $20. The sale of tickets for the annual guest night amoimted 
to $107. The income from the May Breakfast held at the Vendome given in honor of the retiring 
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President amounted to $139. Contributions to the Endowment Fund received from members dur- 
ing the year amotmted to $101.50. The sale of tickets for the lecture given to raise money for the 
District Nurse amoimted to $107.10. Received during the year for rent of piano from various so- 
cieties and clubs using the same hall, $123 ; for rent of stereopticon, $42. Sale of Federation Bulletin 
and Year Books, $1.50. Interest on bank balance, $9.42. 

The club rooms are located in Wentworth Hall, for which a yearly rental of $249 is paid, 
including janitor's service. Paid to lecturers during the year, $295.50. The expenses of conducting 
the Physical Culture class were $100.50; Literature class, $128; History and Travel class, $20. 
Teas were served during the year at a total cost including service of $192.78. The expenses of the 
annual guest night were $228.45; children's day, $45.41 ; for lecture for District Nurse Fund, $17.10; 
May Breakfast, $148.57. State and general Federation fees, $39.35. Expenses of delegate to the 
annual Convention of Women's Clubs, $12.40. Paid into Endowment Fund, $125. Contributed to 
Massachusetts Forestry Association, $5; to Massachusetts Civic League, $5; to Society for Moral 
Education, $2; to charity, $100. Printing and Postage, $153.42. Refund of dues, $15. Telephone, 
$18.80. Federation bulletins, $2. Repairs as follows: Piano, $59; box scenes, $24; lantern, $2.10. 

Prepare Treasurer's report in a form ready for the printer for the year ending May 31, 1912. 



EXERCISE 14 

Dartmouth Dining Association 

Trial Balance, June 30, 1911 

Cash $133.35 

Accoimts Receivable 1,056.49 

Food Inventory Quly 1, 1910) 812.75 

Fuel Inventory (July 1, 1910) 65.00 

Advances from Dartmouth College $1,500.00 

Accounts Payable 300.00 

Meal Coupons Unredeemed 153.37 

Food Purchases 59,988.41 

Fuel Purchases 1,301.68 

Wages — General 12,918.65 

Wages — Student Help 12,501.51 

Salary of Manager 1,000.00 

Laundry 1,474.00 

Printing and Postage 836.50 

Telephone and Telegrams 192.77 

Water and Ice 822.11 

Heating and Lighting 2,360.43 

Rent 1,800.00 

Repairs and Renewals 4,370.29 

Board — Dining Room 55,708.26 

Board — Grill Room 36,716.57 

Training Table 2,386.21 

Banquets 3,789.06 

Miscellaneous Income 1,080.47 



$101,633.94 $101,633.94 



Inventories, June 30, 1911: 

Food $900.00 

Fuel 100.00 

The following is required: 

The report of the manager for the year, addressed to the Treasurer of Dartmouth CoU^e, 
consisting of a Statement of Income and Expense and a Balance Sheet. 
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EXERCISE 15 
University Club of Boston 

Trial Balance December 31, 1910 

Club House and Land $148,000.00 

Furniture and Furnishings 8,000.00 

Tableware and Linen 2,515.00 

Room Linen 250.00 

House Linen 200.00 

Art and Library 1,000.00 

Cash 625.58 

Accounts Receivable 7,171.72 

Mortgages Payable $85,000.00 

Second Mortgage Bonds 45,000.00 

Notes Payable 6,500.00 

Accounts Payable 6,940.69 

Subscription Fund for Entertainments 407.42 

House Committee Fund 230.79 

Music Fund 23.85 

Restaurant, Wine and Cigars, Purchases 57,688.38 

Restaurant, Wine and Cigars, Sales 74,855.43 

Restaurant and Bar Service 13,653.50 

Board of Restaurant and Bar Help 5,280.00 

Liveries of Restaurant and Bar Help 693.00 

Billiards, Cards and Rooms, Income 4,682.55 

Billiards, Cards and Rooms, Supplies 144.00 

Billiards, Cards and Rooms, Service 649.50 

Board of Billiards, Cards and Rooms Help 192.00 

House Service 12,003.90 

Board of House Help 4,068.00 

Liveries of House Help 392.95 

House Supplies, Miscellaneous 5,792.05 

Periodicals 494.77 

Heating 1,336.72 

Lighting .....' 2,485.51 

Office Expenses 1,350.00 

Insurance 821.08 

Water Tax 221.50 

Taxes 2,558.40 

Entertainments 1,331.27 

Interest on Mortgage and Second Mortgage Bond 2,914.58 

Interest on Notes Payable 40.69 

Art and Library Expense 274.51 

Interest on Bank Deposit 284.75 

Membership Dues 41,135.00 

Entrance Fees 1,525.00 

Repairs and Renewals 8,308.45 

Surplus, January 1, 1910 23,871.58 



$290,457.06 $290,457.06 

Supplies on Hand: Restaurant, Wine and Cigars Department, $4,604.74. Unexpired Insur- 
ance, $536.54. Interest accrued on Mortgage and Bond to December 31, $2,531.25. Included in 
the Accounts Receivable is $180 due from ex-members which is regarded as non-coUefctible. 

You are required to prepare the following: 

Treasurer's report consisting of 
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(a) Statement of Income and Expenses for the year. The Net Income or the Net Loss should 
be shown separately for the Restaurant, Wine and Cigar Department and for the Billiards, Cards 
and Rooms Department. 

(6) Balance Sheet. 

Prepare also Closing Entries and explain the function and use of the following accoimts: Sur- 
plus, Subscription Fimd for Entertainments, Music Fimd, Second Mortgage Bonds. 
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EXERCISE 16 
Chicago Club 

Trial Balance, October 31, 1914 

Cash in Banks $19,137.60 

Cash in Office 27.69 

Petty Cash Fund 125.00 

Debenture Sinking Fund (State Street Savings Bank) 5,412.31 

Accounts Receivable: 

House Accounts 16,154.56 

Annual Dues 780.00 

Assessments Unpaid 258.00 

Furniture and Furnishings 12,310.18 

Linen, China and Glassware 3,912.57 

Interior Alterations 9,295.68 

Accounts Payable $6,295.76 

Debentures 20,000.00 

Reserve for Doubtful Accoimts 70.71 

Restaurant Income and Expense 16,068.56 

Bar Income and Expense 8,000.57 

Cigars Income and Expense 4,160.95 

Billiards Income and Expense 1,827.66 

Rooms Income and Expense 1,839.56 

Annual Dues 78,360.00 

Entrance Fees 4,230.00 

Interest on Bank Balances 548.62 

Cash Variations 53.23 

Boot Black Stand (net) 176.80 

House Wages 16,528.06 

Board of House Employees 9,831.57 

House Expense 6,865.57 

Fuel 3,729.66 

Rent 9,000.00 

Stationery and Printing 1,342.72 

Expenses of Secretary's Office (including Secretary's Salary, $3500).. . 6,632.80 

General Office Expenses 3,112.14 

Lighting , 3,142.58 

Repairs and Renewals 8,543.80 

Telephone 178.11 

Newspapers and Periodicals 217.76 

Insurance 1,452.36 

Interest on Debentures 500.00 

Membership Committee Expenses 112.60 

Executive Committee Expenses 445.25 

Entertainment Committee Expenses 9,415.82 

Publicity Committee Expenses (including Expenses of printing monthly 

club bulletin) 2,276.45 

Reserve for Depreciation of Furniture and Ftimishings 395.70 

Surplus 8,712.72 

$150,740.84 $150,740.84 
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An analysis of the Income and Expense account of each of the five income-producing depart- 
ments of the club for the years 1914 and 1913 shows the following: 

Restaurant 1914 1913 

Purchases $79,449.71 $73,614.75 

Wages 37,926.56 37,079.57 

Board of Employees 15,956.25 17,047.24 

General Expenses 7,089.12 6,591.75 

Gross Revenue: 

Members 128,514.13 112,639.80 

Board of Employees 27,976.07 27,377.46 

Bar 

Purchases $11,295.68 $10,972.57 

Wages 2,775.01 2,778.73 

Board of Employees 1,208.75 1,203.50 

General Expenses 1,208.97 1,046.62 

License 750.00 500.00 

Revenue 25,238.98 23,106.35 

Cigars 

Purchases $16,183.17 $14,203.30 

Expenses 20.62 25.69 

Revenue 20,364.74 17,490.50 

Billiards 

Wages $1,095.47 $763.01 

Board of Employees 638.15 447.50 

General Expenses 43.47 8.60 

Revenue 3,604.75 3,216.90 

Rooms 

Wages $712.60 $316.20 

Laundry 676.25 247.56 

Board of Employees 341.35 193.06 

Revenue 3,569.76 3,092.30 

General Comments 

The Chicago Club was organized in 1905 by a nunjber of representative citizens of Chicago. 
The purpose of the club as set forth in its by-laws is ** to bring together in a social way men inter- 
ested in promoting the welfare of the City of Chicago; to provide a club house where members may 
meet informally each day; and to arrange frequent meetings at which prominent speakers may be 
heard, and questions of civic interest discussed." 

The club is in every respect a democratic organization, any resident of Chicago being eligible 
for membership, regardless of nationality, religious views, or political persuasion, if in the judgment 
of the Membership Committee an applicant for admission is qualified to promote the purposes of 
the club. 

The membership is limited to three thousand, the dues being $20 per year payable in advance; 
the entrance fee is $15. 

The club is managed by a Board of Governors consisting of twenty-four members, eight of 
whom are elected each year for a period of three years. The officers of the club are a President, 
Vice-President, Secretary and Treasurer, all of whom are elected by and from the Board of Gov- 
ernors. An Executive Committee, Membership Committee and such other committees as may be 
deemed advisable are also chosen by the Board of Governors from its own members. 

The fiscal year of the club ends October 31st; the annual meeting of the members is held on 
the third Monday in November of each year. At each annual meeting the Treasurer presents a 
detailed statement of the financial condition of the club, which must be accompanied by the certifi- 
cate of an auditor appointed yearly by the Board of Governors. 
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Comments Bearing upon the Financial Statements 

Inventories October 31, 1914 

Restaurant $1,465.34 

Bar 2,300.56 

Cigars 1,259.47 

Stationery on hand 75.00 

Fuel 1,400.00 

To provide for depreciation, 10% of the cost of furniture and furnishings is to be added to 
the Reserve for Depreciation of Ftimiture and Furnishings. As all replacements of china, glass- 
ware and linen are charged to the Repairs and Renewals account, no reserve for depreciation 
of this account has ever been set up. It is decided, however, to reduce the Ledger venation of 
the account to $3500, and to carry it at that amount from this on. 

To make provision for uncollectible accounts of members, 1% of the House Accounts Receiv- 
able is added to the Reserve for Doubtful Accounts. 

Unexpired insurance amoimts to $874.90; unexpired bar license, $248; wages accrued but not 
due are as follows: Restaiu^nt, $560.52; bar, $38.60; billiards, $12.25; rooms, $9.20; house, $197.26. 

Bills for the annual dues are mailed about October 15 and are payable on or before November 
10. On October 31, 929 members had paid their dues for 1915, the amount thus received having 
been credited to Annual Dues. 

Because of the moderate dues charged for membership in the club, and because the Board of 
Governors were anxious to first establish the club on a sotmd financial basis, it was decided not to 
make any plans for a club building for a few years. Dtuing this period the policy of the club 
would become established, some idea of the income which could be expected from the several de- 
partments could be obtained, the membership would become settled, and sufficient time could be 
given to selecting a site and planning a building. The club accordingly took a ten-year lease of a 
three-story building which had formerly been used as a small hospital, at a yearly rental of $9000. 
The first two floors comprise the club rooms proper, consisting of loimging room, reading room,. li- 
brary, writing room and dining rooms, while the third floor was made over into suites and single 
rooms which are rented to members. The expense to the club of making the necessary alterations 
and improvements previous to occupancy was $15,492.80 which was charged to Interior Alterations. 
This account is being written off over the period of the lease at an annual rate of 10% of the original 
cost. 

November 1, 1910, $20,000 of Debentures were issued bearing interest at 5% per annum and 
maturing November 1, 1920, interest payable May 1 and November 1. The Debentures contain a 
Sinking Fund clause requiring the Board of Governors or a Sinking Fund committee appointed by 
the Board to authorize the Treasurer to deposit annually in the State Street Savings Bank such 
an amoimt as will equal the par value of the Debentures at maturity, interest on the payments 
into the fund being compoimded semi-annually at 4%. The annual payment into the fund as de- 
termined from Sinking Fund Tables amoimts to $1665.84, which payment is always made immedi- 
ately preceding the close of the fiscal period. Make entry for the payment of October 31, 1914. 
On the same date, an amoimt sufficient to meet the interest coupons due November 1 is deposited 
in the Lincoln National Bank, at which bank the interest is payable, and you are required to make 
the necessary entry. 

The following are required: 

(a) Adjusting entries and adjusted trial balance. 

(fe) Your report as Treasurer to the Board of Goviemors, consisting of the following: 
Presentation letter. 
Exhibit A, Balance Sheet. 
Exhibit B, Income and Expense Statement. 

Exhibit B, Schedule I, Comparative Departmental Operating Statement for 1914 and 1913^ 
showing percent of increase or decrease. 

(c) Closing entries. 



64 ELEMENTS OF ACCOUNTS 

EXERCISE 17 
Women's Educational and Industrial Union 

Trial Balance September 30, 1911 
Cash: 

In Bank $6,431.20 

Advanced to Departments 36^.50 

Accounts Receivable 14,383.09 

Furniture and Equipment: 

264 Boylston Street 8,100.84 

New England Kitchen 3,009.22 

Law and Thrift Fund Investment 4,580.20 

Emergency Loan Fimd: 

Cash on Deposit 2,182.33 

Loans Outstanding 678.50 

Securities Owned 6,295.00 

Accounts Payable $23,534.75 

Emergency Loan Fimd 2,860.83 

International Trust Co. Trustee Fimd 5,000.00 

Law and Thrift Fund 4,580.20 

Investment Fund 6,295.00 

Caroline A. R. Whitney Fund 10,000.00 

Union Benefit Fund 238.80 

Deficit, September 30, 1910 9,764.54 

Lunch Room Sales 96,013.09 

New England Kitchen Sales 110,444.28 

Food Shop Sales 91,151.07 

Handwork Shop Sales 38,921.34 

Millinery Sales 11,683.93 

Children's Clothing Sales 7,926.11 

Dressmaking Sales 3,451.83 

Salesmanship Course Income 100.00 

Appointment Bureau Income 3,159.84 

Research Department Income 669.75 

Law and Thrift Income 336.56 

Social Work Income 960.75 

Lunch Room Purchases 47,407.86 

New England Kitchen Purchases 57,060.31 

Food Shop Purchases 66,154.27 

Handwork Shop Purchases 30,289.45 

Millinery Purchases 4,401.81 

Children's Clothing Purchases 2,412.50 

Dressmaking Purchases 1,732.18 

Lunch Room Wages 26,947.73 

New England Kitchen Wages 31,829.20 

Food Shop Wages 11,370.45 

Handwork Shop Wages 4,419.32 

Millinery Wages 4,232.48 

Children's Clothing Wages 4,495.16 

Dressmaking Wages 3,541.38 

Salesmanship Salaries 3,230.60 

Appointment Btu-eau Salaries 5,079.07 

Research Department Salaries 4,871.25 

Law and Thrift Salaries 1,593.06 

Social Work Salaries 5,093.19 

Donations and Bequests 19,670.38 
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Trial Balance — Continued 

Membership Fees 4,221.50 

Interest and Income on Investments 413.60 

Extraordinary Income 226.25 

Stationery and Printing 2,203.58 

Repairs and Renewals 4,233.96 

Delivery and Express Charges 4,691.62 

Laimdry 2,060.92 

Fuel 4,575.63 

Ice 1,091.20 

Packing Supplies 1,739.48 

Publication Charges 826.98 

Postage and Advertising 489.59 

Legislative Committee 124.66 

Hospitality and Befriending 294.58 

General Administrative Expense 6,873.81 

Rent 15,000.00 

Light 4,612.60 

Salaries 20,622.48 

Lecture Committee 463.08 



$441,859.86 $441,85986 



The inventories at the beginning of the year are included imder purchases. Inventories, Sep- 
tember 30, 1911, are as follows: Limch Room, $1912.60; New England Kitchen, $1327.56; Food 
Shop, $1012.92; Handwork Shop, $3927.56; Millinery Shop, $127.35; Children's Clothing, $185.90; 
Dressmaking, $101.17. 

Accruals and supplies on hand to be taken into account in preparing necessary statements are 
as follows: Interest on securities owned, accrued, but not due, $62.50; stationery, $501.50; 
packing supplies, $411 .75 ; approximately 30 tons of coal which cost $7.25 per ton; Union publications 
estimated at approximate cost, $525. 

The Union owns the land and building known as 264 Boylston Street, which cost with im- 
provements, $186,356.30 on which the Provident Institution for Savings holds a mortgage for $68,000 
bearing 4J^% interest. The property is managed by a Board of Trustees and all accounting con- 
nected with the property is taken care of by the Board, which renders a report annually to the 
Union. 

Two funds known as the Permanent Ftmd and the Catherine P. Perkins Fund are each in the 
hands of a Board of Trustees, showing investments of $34,302.18 and $9667.75 respectively. The 
accotmting connected with each fund is done by the Board of Trustees. 

Prepare Treasurer's report consisting of the following: 

(a) Schedule showing gross income from the seven industrial departments; also a schedule 
showing the net cost of maintaining the five social and educational departments. 

(6) Statement of Income and Expense. 

(c) Balance Sheet. 
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EXERCISE 18 

LAWYERS' ACCOUNTS 

General 

It is true of lawyers, generally speaking, as of other professional men, that they are lax in keep- 
ing their accounts and too often manage to get along with irregular, incomplete and unscientific 
methods. In no profession, however, is there greater need of care and regularity in the keeping of 
accounts than in the legal profession. This is especially true of lawyers who in addition to their 
general law practice manage estates, act as executors and administrators and hold funds of clients 
in trust. Any laxity in the keeping of accounts in such cases may result in the mingling of entirely 
distinct funds, in the inability to account accurately for the income derived from each fund, and in 
the misappropriation of money thus held in trust. 

In order to avoid any complications which may arise as a result of unsotmd methods and to 
be able to render promptly a true and accurate accounting of the affairs of a client, it is essential 
that the system of bookkeeping be carefully planned and operated. From such a system a lawyer 
can in addition easily obtain full details concerning his income from all sources and his professional 
expenses, as well as properly classified comparative reports on the trend of his business, and, in 
fact, any information desired on any matter connected with his finances. Finally, it is difficult 
for a great many people to understand that the more scientific and orderly the method of book- 
keeping, the more simple it is and the less time it requires for clerical work. This is in itself a suffi- 
cient reason for the introduction of soimd methods of accoimt keeping. 

In order that the student may acquire some knowledge of the books and accotmts peculiar 
to a law business, a brief outline is given herewith of the books kept by a representative law firm 
which appreciates the importance of good accounting. A list of the General Ledger accounts kept 
by this firm is also given, with rules governing the use and fimction of each accotmt. This is followed 
by an exercise in preparing a statement of income and expense and a balance sheet from a trial 
balance taken from their General Ledger. 

The firm is an old-established firm consisting of four members and is engaged in a general law 
practice. A large nimiber of trust estates are managed by the firm, but the accounts of each estate 
are kept in a separate set of books and a separate bank account is kept with each. This separation 
of all money handled not only simplifies the accoimts, but avoids any possible reflection upon the 
manner of discharging the trust. Only the books and accounts associated with their general law 
practice are considered at this time. 

BOOKS OF ACCOUNT 

The main books consist of a Cash Book, Petty Cash Book, Bill Journal, Journal, General 
Ledger and a Clients' Ledger. The less important books and records include check books, letter 
press copy books, a blotter for each member of the firm, a collections docket, a trial balance book 
and an investments record. 

These books are described in detail as follows: 

Cash Book: 

The debit side of the Cash Book contains three money columns headed respectively, ** Ac- 
counts Receivable," "Clients' Cash Suspense" and "Net Receipts"; the credit side contains 
money colunms for " General Expense," ** Clients' Cash Disbursements " and " Net Payments." 
All cash received from clients in payment of amounts for which they have previously been charged 
is credited to the cUents' accoimts, the amount received being entered in the ** Accounts Receiv- 
able " colimin. Cash received from clients as retaining fees at the time a case is accepted by the 
firm is credited to the client's account and the amount entered in the ** Clients' Cash Suspense " 
column; receipts from all other sources, such as income from investments, interest on bank bal- 
ances and annual retaining fees, are credited to the proper account and entered in the ** Net 
Receipts" coltmm. 

All cash received is deposited in the name of the firm daily, a rubber stamp being used for en- 
dorsements on checks. All disbtu^ements are by check signed by a member of the firm. Purchases 
of incidental supplies and small disbursements which can conveniently be made only in currency 
are made from a petty cash fund which will be described hereafter. All checks issued in pa)m3ent 
of general expenses are entered in the ** General Expense " column; payments made on accotmt 
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of clients should be charged to the client's account and entered in the " Clients' Cash Disburse- 
ments " column; this includes legal supplies, notary's fees, publication of legal notices, traveling 
expenses, accountants' fees, etc. Disbursements, for all other purposes, are entered in the *' Net 
Payments " coltmm. 

The Cash Book is closed at the end of each month, the balance being carried forward to a new 
page. At this time the total of the ** Accoimts Receivable " column is posted to the credit of the 
Accounts Receivable accoimt in the General Ledger; the total of the ** Clients' Cash Suspense " 
colimin, to the credit of that accotmt in the General Ledger; the total of the " Clients' Cash Dis- 
bursements " column, to the debit of the Clients' Cash Disbursements account; the total of the 
" General Expense " colunm, to the debit of the Qeneral Expense account. The posting to the credit 
of the several clients' accounts in the Clients' Ledger, from the "Accoimts Receivable " column, 
the posting to the debit of the proper accounts in the Clients' Cash Disbursements section of the, 
Clients' Ledger of all items entered in the ** Clients' Cash Disbursements " coltimn, and the posting 
to the credit of the proper accounts in the " CUents' Cash Suspense " section of the Clients' Ledger, 
is done from time to time during the month; the same is true of all items in the *' Net Receipts " 
and " Net Payments " columns. 

Petty Cash Book: 

An amount sufficient to provide for all currency disbursements is kept as a petty cash ftmd 
and is in charge of the bookkeeper. The cash is kept in a cash box entirely apart from the general 
cash. Payments from this fimd include such items as postage, incidental office suppUes, cleaning 
and cleaning supplies, repairs to typewriters and other office appliances, car fares, etc. The book- 
keeper is expected to obtain a voucher for all payments made from the fimd. All payments from 
this ftmd are recorded in the Petty Cash Book which contains space for the date and particulars, 
and money columns for ** Amount Received," " Law Stationery and Postage," ** General Expense," 
** Office Supplies " and ** Miscellaneous." At any time during the month the sum of all payments 
as shown by the Petty Cash Book and supported by the vouchers on file, plus the amount in the 
cash box, should equal the amount of the fund. At the close of the month a summary is made of all 
disbursements for the month showing the proper accounts to be charged, and ttuned over to a 
member of the firm together with the vouchers, for his inspection and approval. A check is then 
drawn for the sum of the disbursements and converted into currency which thus restores the fund 
to its original amount. At this time an entry is made in the Cash Book charging the proper accounts 
for the disbursements of the month. The vouchers are then filed permanently in a suitable file 
provided for that purpose. 

Bill Journal: 

Entries in this book are in the form of abstracts of all bills rendered to clients. It contains 
columns for Date, Name of Client, Address, Bill No., and FoUo, Fees, CUents' Cash Disbursements, 
Clients' Cash Suspense, and Accounts Receivable. Three Ledger folio colunms are provided pre- 
ceding the client's name, headed respectively, A. R. Folio (Accounts Receivable), C. C. D. Folio 
(Clients' Cash Disbtu-sements), and C. C. S. FoUo (Clients' Cash Suspense). In the colunm headed 
" Bill No. and Folio " are entered the serial numbers of the bill and the page in the press copy book, 
on which a copy of the bill may be found. 

In billing a client, the stenographer first enters the fee charged in accordance with a memoran- 
dum made by a member of the firm in the blotter provided, or from oral instructions; she then 
ascertains from the bookkeeper whether the firm has disbursed any cash which has been charged 
to the cUent's account; also, whether the client paid a retaining fee at the time the case was taken. 
Any cash disbursements are entered on the bill as an additional charge to the cUent, a retaining fee 
being entered as a credit. The net amount of the bill shows the amount due the firm from the 
client. 

An abstract of the bill is then entered in the Bill Journal, the amount of the fee being entered 
in the '* Fees " column; additional charges, in the " Clients' Cash Disbursements " column; the 
retaining fee, in the " Clients' Cash Stispense " column; and the net amount due, in the " Accounts 
Receivable " column. By this means, when the client is billed, his accotmt in the " Clients' Cash 
Disbursements " section of the Clients' Ledger, and in the ** Clients' Cash Suspense " section is 
closed, and the net result carried to his account in the "Accounts Receivable" section of the Ledger. 
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At the close of the month, the total of the ** Fees " column is posted to the credit of the Fees 
account, the total of the " Clients* Cash Disbursements *' column to the credit of *' Clients' Cash 
Disbursements *' account, the total of the ** Clients' Cash Suspense " column to the debit of that 
account, and the total of the '* Accoimts Receivable " column to the debit of the Accoimts Receiv- 
able account. The separate charges to clients' accoimts entered in the " Accounts Receivable " 
column are posted during the month to the debit of the proper accounts in the Clients'. Ledger; 
the separate items in the ** Clients' Cash Disbursements " column, to the credit of the proper ac- 
cotmts in the proper section of the Clients' Ledger and the separate items in the ** Clients' Cash 
Suspense " coltmin, to the debit of the individual accounts in the section reserved for such accounts 
in the Clients' Ledger. 
Journal: 

The Journal is used for entries for which no other book is provided, such as adjustments, 
notes received from clients, the writing oflf of bad accounts, closing entries, and for memoranda of 
an historical nature relating to the financial affairs of the firm. An entry is posted from the Journal 
as soon as it is made. Any entry which affects a client's account must be posted to the proper ac- 
count in the Clients' Ledger and to the controlling account in the General Ledger as well. 
General Ledger: 

The General Ledger contains all accounts other than accounts with clients, including accotmts with 
assets, liabilities, income and expense. A trial balance is taken from the General Ledger once a month. 
Clients' Ledger: 

This Ledger is a loose-leaf book divided into three sections, viz. : Accoimts Receivable, Clients* 
Cash Disbursements, and Clients' Cash Suspense. In order to make a proper distinction between 
the sections and to avoid errors in posting, sheets of a different color are used for each section; white 
sheets are used for Accounts Receivable; blue, for Clients' Cash Disbursements; and buff, for Clients' 
Cash Suspense. Each section has a controlling account of the same name in the General Ledger. 

The purpose of each section and the instructions for posting to each are given under the de- 
scription of the Cash Book and the Bill Journal. 

A trial balance is taken monthly of each section in order that each may be proved with its 
respective controlling account. 
Check Book: 

One bank account is kept with the general law business of the firm. As explained above, de- 
posits are made daily and all disbursements are by check, each member of the firm being author- 
ized to sign checks. Duplicate deposit slips are kept on file. The bank statement is reconciled with 
the Check Book as soon as received and a copy of the reconciliation made on the reverse side of the 
check stub. The canceled checks are replaced in the bank statement envelope which is then filed. 
Letter Press Copy Book: 

Letter press copies are made of all letters written and of all bills issued to clients, separate books 
being used for this purpose. These books are carefully indexed in order that reference to corre- 
spondence or to bills may be easily made. 
Blotters: 

Each member of the firm has a Blotter, or Day Book, on his desk in which he records memo- 
randa relating to the business of the firm. Some of these may be for his own personal use and others 
may relate to financial matters such as the data for bookkeeping entries, the book being turned 
over to the bookkeeper in such cases from which the proper entry is made in the books of account. 
Collection Docket: 

This is a loose-leaf book containing a full record of each collection placed in the hands of the 
firm. Each collection is entered on a separate sheet, 5" x 8" in size. Spaces are provided for the 
names and addresses of the debtor and creditor and for full details concerning the nature of the 
claim. The lower part of the sheet is provided with columns for the date and amount, the left half 
showing amounts received from the debtor, and the right half the amounts paid the creditor. 
Trial Balance Book: 

This is a book for monthly trial balances of the General Ledger accoimts. The names of the 
General Ledger accounts are written but once at the beginning of the year. Twelve pairs of columns 
for debits and credits are extended to the right, and the monthly figures shown by the trial balance 
are entered after the trial balance has been taken. 
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Investment Record: 

This book is divided into sections for Stocks, Bonds, Real Estate, Mortgages, Collateral Loans, 
Miscellaneous. Each section is provided with tabular columns for recording full details of each invest- 
ment, including interest and dividend rates and dates. A recapitulation section is given in the back of 
the book which provides a record of the income by months and years from each class of investment. 

Following is a list of the General Ledger accounts kept: 



Cash. 

Petty Cash. 

Accounts Receivable. 

Clients' Cash Disbursements. 

Clients' Cash Suspense. 

Office Equipment. 

Library. 

Investments. 

Partners' Capital Accounts. 

Partners' Drawing Accounts. 

Law Stationery and Postage. 

Office Supplies. 



CASH 



Salaries and Wages of Office Staff. 

Rent of Offices. 

General Expense. 

Loss on Bad Accounts. 

Fees. 

Annual Retaining Fees. 

Collections. 

Interest on Bank Balance. 

Income from Investments. 

Profit and Loss on Securities Sold. 

Bond Premium and Discount. 

Income and Expense. 



Debit: 

At the close of each month with the total 
receipts for the month. 



Credit: 

At the close of each month with the total 
disbursements for the month. 



The balance equals the amount of cash on hand and should agree with the balance as shown 
by the stub of the check book. 

PETTY CASH 



Debit: 



At the time of establishing the fund with 
the amoimt set aside for use in the payment of 
petty items which must for convenience be 
paid in currency. 

To establish the fimd, a check is drawn 
and converted into currency, an entry being 
made in the Cash Book charging Petty Cash. 

The account is also debited if it is found 
necessary to increase the fund. 

The balance is a debit which represents at all times the amount of the fund. 

ACCOUNTS RECEIVABLE 



Credit: 

There will be no credits to this account 
unless it is decided to reduce the original fund. 



Debit: 

At the close of each month from the Bill 
Journal with the footing of the " Accounts Re- 
ceivable " coltimn; this coltimn represents the 
total charges for the month to the clients' 
accoimt, less any retaining fee paid at the time 
the case was taken, as shown by the client's 
account in the Clients' Cash Suspense section 
of the Clients' Ledger. 

Debit with aity charges to clients from the 
Journal. 

The individual accounts with each client in 
the Accounts Receivable section of the Clients' 
Ledger are debited as the entries are made. 

The balance is a debit representing the net amotmt due from clients, and should agree with a 
trial balance taken from the Accounts Receivable section of the Clients' Ledger. 



Credit: 

At the close of. each month with the total 
of the ** Accounts Receivable " column in the 
Cash Book, this amount representing the total 
receipts from clients for the month. 

Also credit with notes taken from clients 
or with any adjustments of clients' accounts 
for which entries are made in the Journal. 

The individual accounts of each client in 
the Accounts Receivable section of the Clients' 
Ledger are credited as the entries are made. 
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CLIENTS' CASH DISBURSEMENTS 



Debit: 

At the close of each month with the total 
of the ** CUents* Cash Disbursements " column 
of the Cash Book, the individual account with 
each client in the Clients' Cash Disbursements 
section of the Clients' Ledger being debited as 
the entries are made. 



Credit: 

At the close of each month with the total 
of the ** Clients' Cash Disbursements " column 
of the Bill Journal, all such accounts being 
closed into the Accounts Receivable section of 
the Ledger at the time the client is billed. 

The individual accounts are credited at 



the time an 'entry is made. 
The balance which is a debit represents the total amount due from clients for cash advances 
made by the firm or for any expenses incurred in connection with the case, and should agree with 
a trial balance taken from the Clients' Cash Disbursements section of the Clients' Ledger. 

CLIENTS' CASH SUSPENSE 



Debit: 

At the close of each month with the total 
of the *' CUents' Cash Suspense " column of 
the Bill Journal, the postings to the individual 
accounts being done as the entries are made. 



Credit: 

At the close of each month with the foot- 
ing of the ** Clients' Cash Suspense " column 
in the Cash Book, the postings to the individ- 
ual accounts being done as the entries are made. 



The balance to this accoimt is a credit and represents the total payments made by clients as 
retaining fees on account of cases still in litigation and for which the client has not been billed. 
This balance should agree with a trial balance taken from the corresponding section of the Clients' 
Ledger. The balance shown by the account is a liability of the firm and is so stated in the balance 
sheet. When a case is completed and a client is billed, his accoimt in the Clients' Cash Suspense 
section of the Clients' Ledger is closed by means of the entry made in the Bill Journal. 

OFFICE EQUIPMENT 



Debit: 



With the cost of office equipment pur- 
chased including desks, tables, filing cabinets, 
safe, book shelves, typewriters, adding ma- 
chines, duplicating machines, etc. 

The balance of the account represents the cost of office equipment in use and is an asset. 

LIBRARY 



Credit: 

With cost of office equipment discarded 
or otherwise disposed of. 



Debit: 

With the cost of law books ptirchased, 
and of all law journals bound, at the cost of 
binding. 

The balance of the account represents the cost of the law library and is an asset. 

INVESTMENTS 



Debit: 

With the cost of stocks and the par value 
of bonds purchased. 

A premitmi or a discount on bonds ptir- 
chased is debited or credited to a Bond Pre- 
mium and Discount account which may be 
closed into the Income and Expense account 
at the end of the period. 



Credit: 

With the cost of stocks or the par value 
of bonds sold. 

A profit or loss on the sale of stocks or 
bonds is credited-or debited to an account with 
Profit and Loss on Securities Sold. 



The balance represents the cost of stocks or the par value of bonds owned and is an asset. 
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PARTNERS' CAPITAL ACCOUNTS 



Debit: 

With any withdrawal of the amount 
invested. 



Credit: 

With the original investment of each mem- 
ber of the firm, with any additions thereto and 
with each partner's share of the net income of 
the firm in accordance with the partnership 
agreement. 
The balance of each accoimt represents, the net worth of each member of the firm. 

PARTNERS' DRAWING ACCOUNTS 



Debit: 

With all amounts withdrawn by the part- 
ners in accordance with the terms of the part- 
nership agreement, and with all personal bills 
paid from the funds of the firm. 

The balance of each accoimt represents at any time the drawings of each partner to date. 

LAW STATIONERY AND POSTAGE 



Debit: 

With the cost of all legal blanks purchased, 
including deeds, mortgages, leases, wills, etc., 
with bills for printing letter heads, envelopes, 
bill heads, and other blanks, and with postage. 

At the time of closing the books, an inventory is taken at cost of all legal forms in stock which 
amotmt being deducted from the cost of forms ptirchased diuing the period shows the amoimt of 
forms used, which is closed into Income and Expense. 

OFFICE SUPPLIES 



Debit: 

With all ptirchases of office supplies, in- 
cluding stenographers' note books, carbon 
paper, typewriter paper, tjrpewriter ribbons, 
ink, pens, blotters, eyelets and punches, nimi- 
bering stamps, dating stamps, mucilage, paper 
clips, erasers, rulers, shears, etc. 

The balance of the account represents the total cost of office supplies purchased and is closed 
into Income and Expense. 

SALARIES AND WAGES OF OFFICE STAFF 



Debit: 

With salaries and wages paid law clerks, 
secretaries, stenographers and bookkeepers. 

The accoimt is closed into the Income and Expense account. 

RENT OF OFFICES 



Debit: 

Each month with the rent paid for the 
offices occupied by the firm. 

The account is closed into the Income and Expense account. 
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GENERAL EXPENSE 



Debit: 

With all items of expense not chargeable 
to special accounts including telephone, tele- 
grams, insurance on equipment and library, 
expenses of cleaning offices, subscriptions to 
law journals, newspapers, traveling expenses 
not chargeable to clients, dues in law associa- 
tions, express charges, messenger services, 
safety deposit drawer, entertainment, repairs 
to office equipment, electricity, taxes, book- 
keeping blank books and forms, etc 

The accotmt represents the total general expenses for a period and is closed into the Income 
and Expense accoimt. 

Preparatory to making up a statement of income and expense, the account should be analyzed, 
the more important items being grouped under their proper heads, and so listed in the statement. 

LOSS ON BAD ACCOUNTS 



Debit: 

With clients* accounts which prove to be 
uncollectible and which are written off in whole 
or in part. At the same time credit the cUents* 
account. Such an entry is made in the Journal, 
the credit being posted both to the individual 
account in the Clients* Ledger and to the Ac- 
coimts Receivable accoimt in the General Ledger. 

The accoimt is closed into the Income and Expense account. 

FEES 



Credit: 

At the close of each month with the foot- 
ing of the ** Fees *' colimm in the Bill Journal, 
which amount represents the total fees for the 
month charged to clients' accotmts. 

The accoimt is credited also from the Cash 
Book with all consultation fees and office fees 
which are paid in cash at the time. 
This account represents the main sotirce of income of the firm and is closed into the Income and 
Expense account. 

ANNUAL RETAINING FEES 



Credit: 

At the close of each month with annual retain- 
ing fees received from corporations and individ- 
xials for whom the firm acts as general coimsel. 
The account is closed into the Income and Expense account. 

COLLECTIONS 



Debit: 

With the remittance to a client in settle- 
ment of a claim which has been collected by 
the firm, this amount being the amoimt col- 
lected less the commission charged. 

The balance is a credit which represents the income from collections made by the firm, and 
is closed into the Income and Expense account. 



Credit: 

With collections, claims, and accoimts 
placed in the hands of the firm by clients. 
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INTEREST ON BANK BALANCES 



Credit: 

With interest on the checking account of 
the firm as shown by the monthly statement 
received from the bank. 

The accoimt is closed into the Income and Expense accoimt at the time of closing the books. 

INCOME FROM INVESTMENTS 



Debit: 

With interest accrued on bonds and in- 
cluded in the cost of bonds purchased. 



Credit: 

With interest received on bonds and with 
dividends on stock owned by the firm. 



The balance of the accoimt represents the net income from investments and is closed into the 
Income and Expense accoimt. 

PROFIT AND LOSS ON SECURITIES SOLD 



Debit: 

With the excess of cost over selling price 
of securities sold. 



Credit: 

With the excess of selling price over cost 
of securities sold. 

A credit balance shows the net profit on securities sold; a debit balance, the net loss. The bal- 
ance is closed into the Income and Expense account. 

BOND PREMIUM AND DISCOUNT 



Debit: 

With premium on bonds purchased. 



Credit: 

With discount on bonds purchased. 



If such premium or discount is comparatively small, the balance shown by the account may 
most directly be disposed of by closing it into the Income and Expense account. In the case of a 
large purchase of bonds at such a price that the premiimi or discount is a considerable amount, it 
would be advisable to write off the amount over the life of the bonds. 



INCOME AND EXPENSE 



Debit: 

At the time of closing the books with all 
accounts showing an expense. 



Credit: 

At the time of closing the books with all 
accounts showing an income. 



The balance of the account if a credit represents the net income of the firm for the period and 
is closed into the drawing accounts of each partner in the proportions agreed upon. 

A debit balance represents a net loss and is likewise closed into the drawing accounts of the 
partners. 

TRIAL BALANCES AND FINANCIAL STATEMENTS 

A trial balance is taken monthly of the General Ledger. At the same time, a trial balance is 
taken of each section of the Clients* Ledger to see that each is in balance with its corresponding 
controlling account. 

The books are closed yearly as of December 31. An inventory is taken of law stationery and 
postage, and of office supplies, a statement of income and expense and a balance sheet are pre- 
pared and the Ledger accounts are closed. The bookkeeper as soon after closing the books as is 
convenient makes up the return of net income to the collector of internal revenue for each partner, 
as required under the Federal Income Tax Law. 
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Following is the trial balance taken from the General Ledger of the firm of Stickney, Hinds, 
Rollins & Chase, with offices at 387 Belknap Building, Boston, Mass., as of November 30, 1914: 

Cash $4,612.61 

Petty Cash 125.00 

Accounts Receivable 20,971.40 

Clients' Cash Disbursements 2,622.50 

Clients' Cash Suspense $1,900.00 

Office Equipment 6,862.70 

Library 5,000.00 

Investments 72,832.96 

Henry M. Stickney, Capital 28,762.80 

James A. Hinds, Capital 26,419.36 

Philip W. Rollins, Capital 12.541.20 

Joseph Chase, Capital 10,914.76 

Henry M. Stickney, Drawing 18,000.00 

James A. Hinds, Drawing 16,200.00 

Philip W. Rollins, Drawing 10,350.00 

Joseph Chase, Drawing. 7,375.00 

Law Stationery and Postage 1,532.25 

Office Supplies 312.81 

Salaries and Wages of Office Staff 14,400.00 

Rent of Offices 4,200.00 ' 

General Expense 5,812.80 

Loss on Bad Accounts 2,727.75 

Fees — General 79,623.45 

Annxial Retaining Fees 25,000.00 

Collections 1,306.20 

Interest on Bank Balance 109.62 

Income from Investments 3,163.47 

Profit and Loss on Securities Sold 4,481.20 

Bond Premium and Discount 284.28 

$194,222.06 $194,222.06 
PRACTICE WORK 

Open Ledger accounts with the accounts in the above trial balance, four to a page; enter the 
balances on the proper sides of the accounts. 

CASH BOOK 

Design a Cash Book from the description previously given, using Journal paper for the pur- 
pose; after which enter the following transactions for the month of December: 

1. Balance, December 1, 1914, $4612.61. 

2. Paid rent of offices for the month, $600. 

2. Received bank statement for November showing interest credited for the month, $3.96. 

3. Paid the following bills: 

Telephone, $75; newspapers, $3; American District Telegraph, messenger service, $16.50; 
electricity, $39.70. 

4. Paid bill of Elwell-Baker Co., law stationers, for printing letter heads and bill heads, $124.50. 
10. Received the following checks for legal services in payment of bills previously rendered : 
A. O. Northup Co., $152.75; American Carpet Co., $350; John C. Mason, $100; Henry Miller 

& Co., $750; Thomas Hardy, $572.60. 

12. Received check from Women's Trade Union League for $100, retaining fee on case under- 
taken by the firm. 

15. Received checks covering income from investments, $312.40. 

18. Sold 100 shares National Lead bought at 38 for 62}/^ less brokerage. 

20. Received retaining fee from Howard Supply Company, $50. 
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21. Collected claim of $350 for A. Stowell & Co., and sent them otir check for the amount less 
our charge of 10%. 

22. Paid bill of Herald Publishing Company of $20 for publishing legal notice connected with 
the case of a client, W. K. Renshaw. (To be charged to the client.) 

25. Paid the following bills: Ward's, office supplies, $12.62; Pilgrim agency, subscription to law 
periodicals, $20. 

28. Received checks from the following clients: Ariington Manufacturing Co., $500; Arnold 
Print Works, $122.80; Boston Elevated Railway Company (annual retaining fee), $5000. 

29. Bought ten City of Buffalo Water Bonds, 4}4's, due 1919, at 1023^, denominations of $1000. 

30. Partners' drawings: Stickney, $1000; Hinds, $300; Rollins, $500; Chase, $1000. 

31. Office pay roll for month, $1512.75. 

PETTY CASH BOOK 

Design a Petty Cash Book following descriptions previously given. Amotmt of fund, $125- 
Record therein the following disbursements from the fund: 

December 1, carbon paper and stencils, $5; 2d, stamped envelopes, $20; 3d, mileage book, $20; 
5th, carfare, $4.50; 10th, entertaining, $5.50; 11th, cleaning offices, $8.50; 12th, postage, etc., on 
account of client, Raymond Moore, $18.70; 15th, express, $2; 18th, office supplies, 75^; 22d, clean- 
ing supplies, $2.80; 26th, disbursements for client, A. B. Whittier, $11.50; 28th, express, 60^; 31st, 
postage, $5; carfare, 50^. 

Summarize payments for the month, close Petty Cash Book, and make proper entries in Gen- 
eral Cash Book covering the disbursements for the month; a check is written for the total disburse- 
ments which is cashed and turned over to the clerk in charge of the Petty Cash. 

BILL JOURNAL 

Design a Bill Journal in accordance with description previously given, after which make entries 
for the following bills which have been mailed to clients: 

December 2. Henry W. Savage, 184 Tremont Street, City, fee of $500; total money disbursed 
in connection with case for which he is charged, $7.80. 

2. Mrs. Mary Bigelow, 22 State Street, Springfield, fee, $150; expenses charged to her account, 
$22.50; retainer paid when case was taken, $25. 

3. The Rutland Mantifacturing Company, Rutland, Vt., fee $300. 

3. The Conant-Lee Co., 212 Boylston Street, fee $75; expenses charged, $5. 

4. John E. Campbell, 216 Old South Building, fee $1000; expenses charged, $92.60; retainer, 
$200. 

5. Charles N. Clark, 78 Main Street, Amherst, Mass., fee $500. 

6. A. J. Pierson, 312 Columbus Ave., City, fee, $100; retainer, $25. . 

7. J. E. Thomas, 62 Arbor Street, Worcester, fee, $625; expenses charged, $45.62; retainer, 
$50. 

JOURNAL 

Make adjusting entries for the following so that the accounts affected may show their true 
condition at the time of closing the books: 

Law stationery and postage on hand are inventoried at $297.60. The yearly salary allowance 
of each partner which is charged to the drawing accotmt as drawn is as follows: Stickney, $20,000; 
Hinds, $18,000; Rollins, $12,000; Chase, $8000. 

Additional bad accounts to the amount of $372 are to be written off. 

Interest at the rate of 6% is to be allowed on the original investments of each partner amounting 
respectively to $20,000, $15,000, $10,000 and $5000. 

The following are required: 

1. Post the December work and take a trial balance. 

2. Statement of Income and Expense for the year. (After adjustment of interest the net income 
is divided in proportion to the original investment.) 

3. Balance Sheet. 

4. Closing entries; post them, rule Ledger accounts and take a proof trial balance. 
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NOTES ON THE FEDERAL INCOME TAX LAW AS IT APPLIES TO INDIVIDUALS 
(Subject to changes by further rulings and decisions of the Treasury Department) 

1. When Passed: 

The Underwood Tariff Act was signed by President Wilson October 3, 1913, taking effect im- 
mediately upon its passage. Section II of this act relates to the Federal Income Tax and includes 
the provisions applying to (1) Individuals and (2) Corporations. 

2. Persons Subject to Taxation: 

(a) Citizens of the United States residing either at home or abroad. 
(6) Resident aliens. 

(c) Non-resident aliens deriving income from property owned, or from trade or profession 
carried on in the United States. 

3. Amount of Income which is Exempt: 

$3000 in case of unmarried persons or married persons not living with husband or wife; $4000 
in case of married persons living together. 

4. Rate of Normal Tax: 

1% on the entire net income in excess of $3000 or $4000. 

5. Rates of Additional or Super Tax: 

1% on amount over $20,000 and not exceeding $50,000. 
2% on amount over 50,000 and not exceeding 75,000. 
3% on amount over 75,000 and not exceeding 100,000. 
4% on amotmt over 100,000 and not exceeding 250,000. 
5% on amount over 250,000 and not exceeding 500,000. 
6% on amotmt over 500,000. 

6. Who Must FUe Returns: 

(a) Every person coming under Paragraph 2, clauses (a) and (6) above, having a net income of 
$3000 or over, for the taxable year. 

(6) Every person coming under Paragraph 2, clause (c). 

7. Exemptions: 

(a) Compensation of the present President of the United States (1913) during the term for 
which he is elected. 

(6) Judges of the Supreme and inferior courts now in office. 

(c) Compensation of all officers and employees of a state or any political sub-division thereof, 
except when such compensation is paid by the federal government. 

(d) Interest upon the obligations of a state, or any political sub-division thereof, and upon the 
obligations of the United States or its possessions. 

8. With Whom Must Returns be Filed? 

With the Collector of Internal Revenue for the district in which the individual resides. In 
case of a non-resident alien, with the collector for the district in which his principal business is car- 
ried on in the United States. (Collector of Internal Revenue for Massachusetts is John F. Malley, 
45 Milk Street, Boston.) 

9. When Must Return be Filed? 

On or before March 1 of each year covering income received or accrued during the year ended 
December 31 of the year immediately preceding. 

10. Form to be Used and Where Procured: 

Returns shall be made on Form 1040 (Revised), copies of which may be procured from the 
Collector of Internal Revenue, or from any banking or brokerage house. 

11. Tax Due and Payable: 

A bill for the amount of tax due is mailed from the office of the Collector of Internal Revenue 
on or before June 1 of each year, payable on or before June 30. If tax remains impaid after ten days' 
notice and demand thereof, 5% will be added and interest at the rate of 1% per month until paid. 

12. Penalty for Failure to File a Return: 

Failure to file a return on or before March 1 incurs a fine of from $20 to $1000; for filing a 
fraudulent return, a fine of $2000 or imprisonment for one year, or both. 
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13. Explanation of Gross Income: 

(a) Salaries and wages. (6) Professions and vocations, (c) Business, trade, commerce, or sales, 
or dealings in property either personal or real, (d) Rents, {e) Interest on notes, mortgages, bank 
deposits, bonds, deeds of trust, etc. (J) Income received from guardians, trustees, agents, adminis- 
trators, executors, or other persons acting in a fiduciary capacity, (g) Partnership gains or profits 
(net profit), (h) Royalties from mines, oil wells, patents, franchises, copyrights, {t) Other sources 
not enumerated above. 

14. Allowable Deductions: 

(a) Necessary expenses paid within the taxable year in canying on the individual's business. 
(This does not include personal, living, or family expenses, business expenses of partnerships, or 
cost of merchandise, or amounts paid fbr permanent improvements or betterments.) 

(6) Interest paid on personal indebtedness. 

(c) National, state, coimty, school and municipal taxes (except taxes for local benefits). 

(d) Losses actually sustained during the year arising from fires, storms or shipwrecks, and not 
covered by insurance. 

{e) Debts actually known to be worthless and which have been charged off during the year. 
(J) Reasonable allowance for depreciation of tangible property. 

(g) Allowance for exhaustion of mines and oil wells, not to exceed 5% of the gross output of 
the mine or well for the year. 

15. Collection at the Source: 

(a) All employers having disposal or payment of salaries, wages, or other fixed or determinable 
annual income of another person, exceeding $3000, shall deduct and withhold sufficient to pay 
the Normal tax, subject to exemption claimed. 

(6) Deductions at the source shall be made from all income payable to any person upon bonds 
and mortgages and similar obligations, even though such interest does not amount to $3000. (** The 
source " in this paragraph means the debtor company or its paying agent.) 

The provisions of the law noted in the above paragraph make it necessary for a person when 
presenting interest coupons or checks for deposit or payment, to furnish with the coupons or checks 
an Ownership Certificate, claiming exemption, in case the person is not subject to the tax, using 
Form lOOOB (yellow); in case such a person is subject to a tax, he would use Form 1000 (white), 
thereby not claiming exemption. 

(c) All persons and companies acting in a fiduciary capacity, having control of the collection 
and distribution of income of whatever nature of another person exceeding $3000 for any taxable 
year, after deducting dividends of a corporation paying the corporation tax. 

(d) Agents or representatives of non-resident aliens, who are in charge of property owned, 
business conducted, or capital invested in the United States shall make full and complete returns 
of the income thereon even though it is less than $3000, deducting the normal tax. 

In all cases noted above, the person or company withholding income at the soiurce must make 
a return covering such income on proper blanks furnished to such persons or companies. If the 
individual whose return of income has been made for him in this manner has no other income he 
need not file a return. 

16. Affidavit: 

The return must be made under oath or affirmation executed before any officer authorized by 
law to administer oaths. 

RULINGS OF TREASURY DEPARTMENT RE FEDERAL INCOME TAX 
APPLYING TO INDIVIDUALS 

T. D. 1893. Income tax on the interest on bank deposits and certificates of deposit not to 
be withheld at the source. 

T. D. 1923. Husband and wife living together are entitled to a single exemption of $4000 
from the aggregate net income of both, and no more. 

Returns are required in every case where either the husband or wife separately has an income 
equal to or in excess of $3000, even though the combined income be less than $4000, and retiuns are 
likewise required in cases where the aggregate income exceeds $4000, though neither husband nor 
wife separately has an income of $3000. 
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Either husband or wife may make his or her return separately, or may make one return for 
joint incomes. 

Either husband or wife is Hable for the payment of the tax. 

T. D. 1945. Persons having an annual net income less than $20,000 need not show income 
derived from dividends or net earnings of corporations on the return. 

T. D. 1962. Reminding collectors and others that income tax returns are inviolably confi- 
dential. 

T. D. 1989. Losses resulting during a taxable year from the sale of real estate by individuals 
not engaged in the real estate business are not deductible from gross income. 

T. D. 2005. Losses resulting during a taxable year from the sale of personal property includ- 
ing stocks and bonds except in the case of brokerage houses and others whose principal business 
consists of dealing in personal property and securities are not deductible from gross income. 

T. D. 2015. Persons who through ignorance or misimderstanding fail to file a return will 
be subject to a nominal fine of $5. 

T. D. 2048. Dividends should be treated as income on the day they are declared, whether 
distributed or not, and regardless of the time when the surplus or undivided profits were earned. 

T. D. When the return is not filed on or before March 1 by reason of illness or absence, an 
extension of time not exceeding 30 days may be granted by the collector, provided a written appli- 
cation therefor is made by the individual within said period. 

T. D. When an individual by reason. of minority, illness, or other disability, or absence from 
the United States is unable to make his own returns, it may be made for him by his duly authorized 
agent. 

T. D. A deduction for depreciation to be allowable, must be a fair measure of the loss sus- 
tained by reason of wear and tear, exhaustion or obsolescence of the property, and must be so 
entered upon the books of the company as to constitute a liability against its assets. 

T. D. In case of alimony paid in excess of $3000 it is provided that while the recipient must 
account for it as income, it is not to be considered as an allowable deduction to the person paying. 

T. D. Gifts, donations or endowments shall not be deducted. 

T. D. Pensions paid by the United States Government must be treated as income. 

T. D. Gifts and bequests received not to be treated as income. Proceeds of life insurance 
policies paid at death or to the insin-ed at the matiuity of the policy not to be treated as income. 

T. D. Persons whose compensation is in fees for professional services, as in the case of phy- 
sicians, lawyers, accountants, architects, should include all amounts actually received for services 
rendered during the year, together with all charges for services entered on the books, if good and 
collectible. 

T. D. Incorporated institutions exempt from local taxation are also exempt from all the pro- 
visions of the Federal Income Tax. 

T. D. The word ** accrue " in relation to the requirements of the law shall mean due and pay- 
able; thus bond interest coming due and payable on or before December 31 of any year shall be 
treated as income of the year. 

T. D. " Rights *' are to be regarded as income. 

FEDERAL INCOME TAX LAW 
Bibliography 
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York. 25ff. 

EXERCISE 19 

PROBLEM IN CALCULATING FEDERAL INCOME TAX 

Robert T. Bancroft, President of the Globe Manufacturing Company, Boston, Mass., and 
residing at 52 Seavems Avenue, Brookline, Mass., compiles the following summary of his personal 
income for the year ended December 31, 1914, preparatory to making a return of net income to 
the Collector of Internal Revenue. In addition to items of income he includes certain other items 
taken from his personal accoimts which he thinks may be necessary in making the return. Mr. 
Bancroft is married, his wife having an income of her own which is also given in the summary. A 
joint return is to be made. 

Mr. Bancroft's salary as president of the Globe Manufacturing Company, $15,000. (Tax 
collected at source.) Yearly dividend on 501 shares of stock of the Globe Manufactiuing Company, 
par value $100, at 7%. 

Interest on $10,000 Chicago Elevated Railroad Company First Mortgage 5% bonds. Interest 
payable March 1 and September 1. (Tax collected at source.) Bonds were purchased July 5, 1914. 

Interest on $5000 Northwestern Power & Light Company 5% bonds bought in 1912; interest 
payable May 1 and November 1. (Tax collected at source.) 

During 1914 he bought 500 shares Arizona Copper, par value $25 per share at $7.50, selling it 
later for $16.25 (omit brokerage). 

Interest on $5000 City of Bangor 4*s, January 1 and July 1, bought in 1910. 

Interest received at 5}/^% on first mortgage of $6200 on property at 712 Huntington Avenue, 
payable Jime 30. 

On October 1 an endowment policy of $5000 matured and the amoimt of the policy was paid to 
Mr. Bancroft. On November 15, Mrs. Bancroft received from the executor of the estate of an aunt 
a cash bequest of $2500. These two sums of money are temporarily on deposit in the Hood Trust 
Company where they are drawing interest at 3%. 

Aggregate interest for year on checking account in the Spring Park National Bank, $96.32. 

Rents received by Mrs. Bancroft from property owned by her on Causeway Street, $1600. 
Taxes paid on the property for year, $216.80 and maintenance expenses of $432.65. Estimated 
depreciation on the building, $400. 

Mr. Bancroft subscribed and paid $1000 toward a building fimd for a Young Men's Christian 
Association in Pittsfield, his native town. 

Interest received on $2000 bonds of the Turners Falls Power Company, at 5J^% (exempt from 
Federal Income Tax, the tax being paid by the Company. White certificate filed). 

Sold 200 American Telephone and Telegraph ** rights '' at $6.25. 

Mrs. Bancroft received from the Colonial Trust Co., executors of her father's estate, as income 
for the year from the property held in trust for her imder the provisions of the will, $3612.75. 

Royalty received during the year on a patented article manufactured by the Globe Manufac- 
tiuing Company, $7612.80. 

Sold 100 shares United States Steel at 38J^, which were bought earlier in the year at 45. 

Dividend on 200 shares American Telephone and Telegraph Company stock at 8%. 

Gross income from a small dairy farm in Wakefield, $12,612.50; farm expenses including re- 
pairs, $6472.25; new bam constructed costing $3500. 

Mr. Bancroft owns a business block on Fulton Street on which there is a $40,000 mortgage at 
5%. During the year he received in rent $20,000. He paid taxes of $804, and other expenses of 
$3012.60. 

Mr. Bancroft owns his residence at 52 Seavems Avenue, on which he paid taxes during the year of 
$237.80. Tax paid on personal property, $317.65. He paid an income tax of $462.72 on June 15, 1914. 

In your capacity as bookkeeper for the Globe Manufacturing Company Mr. Bancroft asks you 
to make out his tax return and supplies you with Form 1040. He also asks you to calculate the per 
cent of his income tax for the year on his net income. 
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CORPORATIONS 

A corporation is an association of natural persons organized under State laws for some special 
purpose and endowed with the authority to act in most respects as an individual. 

Powers: A corporation has the following powers and privileges and is subject to the following 
liabilities: 

(a) To have perpetual succession, unless the period of its duration is limited by its charter. 

(6) To sue and be sued in its corporate name. 

(c) To have a corporate seal. 

(d) To elect officers, define their duties and fix their compensation. 

{e) To purchase, hold, convey, mortgage or lease real estate in its corporate name. 

(J) To make contracts, issue mortgages and promissory notes, and incur other liabilities. 

(g) To make by-laws not inconsistent with the general statutes. 

Classes: Corporations are divided into two general classes; namely: stock and non-stock 
corporations. 

Stock corporations are those with a capital stock, divided into shares of a certain face value 
and issued to stockholders. Stock corporations are created for the purpose of operating some private 
enterprise, primarily for the profit of the stockholders. 

Stock corporations are divided into three classes as follows: 1. Business corporations, or 
those engaged in manufacturing, mercantile, or other private enterprise. 2. Public service 
corporations, organized to render some public service. 3,. Pinancial corporations. 

Non-stock corporations are created for some public piupose and not for private gain. As the 
term implies, there are no stockholders in a non-stock corporation; the individuals who compose 
such a corporation are usually spoken of as members. 

The following outline presents more clearly the classification of corporations and gives examples 



coming under each class: 



Corporations 



Stock 



Public service ' 



Non-stock 



[ Mercantile 

Business \ Manufacturing 

[ Private 
Railroads 
Street railways 
Telephone companies 
Telegraph and cable companies 
Gas and electric companies 
Water companies 
Power companies 
Express companies 
Steamship companies 
Turnpike companies 
Bridge companies 
National banks 
Co-operative banks 
Building and loan associations 
Trust companies 
Safe deposit companies 
Fidelity companies 
Insurance companies 

Colleges and schools (except private schools) 

Hospitals 

Libraries 

Municipalities 

Clubs 

Churches 

Social, religious and industrial corporations 

Secret orders and societies 

Trade leagues and labor tmions 

Savings Banks 



Financial 
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Organization: Non-stock corporations are organized by grant of a special charter from the 
State legislature. (A charter member is one of the original members of a society or corporation, 
especially one who had an active part in organizing the corporation and in securing its charter.) 

Stock corporations were formerly created in the same manner as non-stock corporations; the 
organizers were required to petition the legislature for a charter, the petition being presented in 
the form of a bill which had to pass both branches of the legislature and receive the signature of the 
governor. This method of incorporating had its disadvantages as there was likely to be considerable 
delay in the granting of the charter, and it was impossible for a corporation to be formed except 
during that part of the year that the legislature was in session. 

As the corporate form of organization became more general, most states passed laws provid- 
ing for the organization of stock corporations under general statutes; furthermore, there are now in 
force in most States special statutes governing the organization of purely ** business " corpora- 
tions. Such statutes usually require the execution of " articles of incorporation " setting forth the 
names and addresses of the incorporators, the amount of stock subscribed by each, the name of 
the proposed corporation^ the purpose for which it is formed, the amount of capital stock, the 
classes, if any, into which it is divided, the amoimt of each share, etc. The ** 'articles of incorpora- 
tion " must be submitted to the proper State official, usually the commissioner of corporations, 
who examines them to see that they conform to the requirements of the statutes, after which they 
are approved and signed and the State seal affixed. Such a certificate then has the force and effect 
of the charter formerly obtained by special grant of the legislature. 

Any one interested in the steps to be taken in the organization of a business corporation in a 
particular State may by writing to the commissioner of corporations obtain a copy of the general 
statute relating to the formation of such corporations. 

Advantages' of the Corporate form of Organization: The steady increase in the number of 
corporations as a form of business organization is due to the numerous advantages which a cor- 
poration enjoys over the partnership or individual proprietorship form of organization. These 
advantages are simimarized by Conyngton in his admirable work on '* Corporate Organization " 
as follows: 

** (a) Its limitation of stockholders' liabilities to a definite amount. 

*' (6) The stability and permanence of its organization. 

** (c) The representation of the different interests in the corporation and its property by trans- 
ferable shares of stock. 

"(d) Its distinct legal entity for all business purposes. 

" (e) The management of the business by an elected board of directors, acting through officers 
and agents. 

" (/) The greater ease of securing capital because of the safeguards and advantages of the 
corporation." 

Capital Stock: The capital stock of a corporation is the capital contributed by the subscribers 
thereto either in cash or property. 

Classes of Stock: Capital stock is divided into two classes; namely: common and preferred. 

Common stock is the ordinary stock issued by a corporation. 

Preferred stock is stock which entitles the holders thereof to certain privileges or guaranties. 
Preferred stock is always preferred as to dividends, which means that the holders of the stock are 
entitled to a dividend at a stated rate, usually 6% or 7%, before any dividend can be declared upon 
the common stock; such dividends may be cumulative or non-cumulative. If cumulative, unpaid 
dividends acomiulate and must be paid in full before any dividends can be declared upon the 
common stock; if non-cumulative, a dividend once passed does not become a lien upon the future 
earnings of the corporation. 

Preferred stock is often preferred as to assets also, which means that in case of the dissolution 
of the corporation, after the creditors have been paid in full, the holders are entitled to share in 
the ren[iaining assets up to the face value of their stock before the common stockholders have any 
claim upon the assets. 

Ordinarily, the holders of preferred stock are not entitled to share in the earnings of the cor- 
poration in excess of the preferred rate which their stock bears. In the case of a very prosperous 
company, therefore, the common stock may be much more valuable from an investment standpoint 
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than the preferred, for while the preferred stockholders receive their preferred rate of dividend, 
the common stockholders are entitled to that portion of the remainder of the net profits whidi 
the board of directors sees fit to distribute. Examples: American Radiator Company, Quaker 
Oats Company, F. W. Woolworth Company. Again, preferred stock is sometimes issued carrying 
the right to an equal participation in the earnings beyond the preferential rate after the common 
stock has received a dividend equal thereto. 

Because of the varying conditions under which preferred stock is issued, it behooves the in- 
vestor to make careful investigation of the status of preferred stock in which he may be interested. 

A share is one of the tmits into which the capital stock is divided. Unless otherwise designated, 
a share is understood to be $100, although shares may be issued for any amount from ten cents, 
in the case of some mining companies, up to $100. The Business Corporation Law of Massa- 
chusetts provides that capital stock shall not be issued in shares of less than five dollars. 

Stock Certificate: A stock certificate is an engraved instrument issued to a stockholder by 
a corporation as evidence of the ownership of a certain nimiber of shares of the capital stock. A 
stock certificate is usually signed by the president and treasurer. 

Certificates of stock are personal property and are transferable in whole or in part by assign- 
ment. The corporation must be notified of the transfer so that the proper record of the transfer 
may be made on the corporation books. The old certificate must be surrendered by the seller, a 
new one being made out in the name of the purchaser. 

The par value of stock is its face value as stated in the stock certificate; the market value is 
the price at which it is bought and sold. Stocks usually sell above par or at a premitun, or below 
par or at a discoimt. 

The market value of stock depends upon the prosperity of the corporation, the nature of the 
business in which it is engaged, the confidence of the investors in the financial management of the 
company, general trade conditions, and upon the rate of dividend which the stock pays. 

A dividend is a periodic distribution to stockholders of all or a part of the profits of a corpora- 
tion. A dividend cannot legally be declared except out of net profits. No stockholder has any 
claim upon the corporation for a share of the profits tintil a dividend has been declared by the board 
of directors. The dividend which is either a certain per cent of the par value of the stock outstanding 
or a certain number of dollars a share, may be declared quarterly, semi-annually or annually. 

An assessment is a certain per cent levied upon the capital stock outstanding made at a time 
of financial embarrassment. The modem practice is to issue stock originally as ** full paid and 
non-assessable," meaning that subscribers to stock at the time of its original issue must pay par 
for it and that no assessments can later be levied upon it. When stock is so issued, the stock certifi- 
cates usually bear upon their face the words, '* Full Paid and Non-Assessable,** and such stock may 
be bought with confidence that its purchase will result in no tmknown liabilities. 

Board of Directors: The affairs of a corporation are controlled entirely by the board of direct- 
ors, all of whom must be stockholders. The required number, usually three or five, is fixed by 
the corporation law. In the larger corporations more directors are usually necessary in order that 
all interests may receive proper representation. Frequently the board is increased in excess of 
actual needs in order to secure names that will attract investors and secure added financial standing. 

In non-stock corporations the governing body is known as a board of trustees, board of gover- 
nors, executive coimcil, board of directors, or in a college as the ** corporation." 

0£ficers: While the directors are sometimes spoken of as officers, the common use of the 
term is to apply to those agents of the corporation elected by the board of directors as their execu- 
tive representatives. The necessary officers are a president, treasurer and secretary (called clerk 
in Massachusetts). In some small corporations two of these offices may be held by one person, 
while in the larger corporations several vice-presidents, assistant treasurers and secretaries are 
often elected. The officers are usually elected by and from the board of directors. 

The president is the executive head of the corporation and presides at the meetings of the 
board of directors. 

The treasiurer has charge of the finances of the corporation, has the custody of all corporate 
instruments held by the corporation, and participates in the execution of all instruments pertaining 
to the financial transactions. He signs all checks, with or without the president, as the by-laws 
may prescribe. 
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The secretary issues notices of all meetings of directors and stockholders, keeps minutes 
of such meetings, has charge of the corporate seal, and often signs the certificates of stock along 
with the president or treasurer. The secretary's duties should be fully described in the by-laws. 

By-Laws: The adoption of by-laws is the first important step in the organization of a corpora- 
tion. A corporation is subject first to general laws; second, to the provisions of the articles of incor- 
poration; third, to its by-laws. The by-laws cover all details of corporation procedure and are so 
drawn as to become a systematic statement of all the working details of the corporation. Under 
the head of such routine details, the by-laws provide for the issuing and transfer of stock, the time 
for the meetings of the directors and stockholders, the election of directors and officers and their 
duties, the nimiber of directors and stockholders that shall constitute a quorum, the creation of 
committees, the filling of vacancies in the board of directors, the order of business to be followed 
at meetings, the fixing of the status of treasury stock, the requirements regarding lost stock certifi- 
cates, the declaration of dividends, the making of amendments, etc. 

Treasury Stock: Treasury stock is stock which has once been issued by the corporation as 
full paid stock which is subsequently acquired by donation or purchase. Treasury stock appears 
on the books as an asset. 

Corporations are often organized to take over the business of a partnership or the business of 
an individual proprietor, stock being issued to the partners or owner in exchange for the assets 
taken over. When this is done, the former partners or owner often agree to donate to the corpora- 
tions a certain per cent of the stock received, such stock to be sold to sectu^ working capital. The 
reason for such a procedtire is that when the stock was originally issued for property it became 
full paid stock, regardless of whether the actual value of the property thus acquired equaled the 
par value of the stock issued. When originally issued in this manner as full paid stock, the corpora- 
tion complies with the statute law, and the stock received by donation may then be sold for cash 
at any price which it will bring, regardless of how much below par such a price may be. 

Frequently, corporations are organized with an authorized issue of stock in excess of the amoimt 
which is to be issued at first; such imissued stock is often incorrectly spoken of as ** Treasury Stock," 
but the use of the term in this sense is to be avoided. 

It is important to imderstand that treasury stock has no legal status and can neither vote nor 
participate in dividends. 

Surplus: In the accounts of a stock corporation, surplus is the term used to apply to the excess 
of assets over liabilities and capital stock outstanding, and is as a rule made up of profits withheld 
from distribution. In all well-managed corporations a certain portion of the profits are withheld by 
the directors from year to year to provide increased working capital, to add to the financial strength, 
and to build up a reserve upon which to draw for dividends during periods of business depression. 

In the accounts of a non-stock corporation which keeps its books by double entry, surplus is 
the term commonly used in the ledger and the balance sheet to signify the excess of assets over 
liabilities, there being no capital or other net worth account. The account thus indicates the wealth 
of the corporation and is a reliable indicator of its financial strength, granting that the assets and 
liabilities are accurately stated. 

Deficit: In a stock corporation, deficit is the term which applies to the excess of liabilities and 
capital stock over assets and shows the impairment of capital; in non-stock corporations, deficit 
appears in the balance sheet as the excess of liabilities over assets and is an indicator of the financial 
needs of the corporation. 

In the accounts of institutions, such as hospitals, charitable, social and educational organiza- 
tions, which depend in whole or in part upon donations and contributions for means with which 
to carry on their work, it is not imusual for the finances of the institution to be so managed by the 
ofiicers as to show a deficit for the fiscal period. Such a showing in a published report reveals clearly the 
pecuniary needs of the institution and makes a stronger appeal for aid to pubUc-spirited individuals. 

Bonds: A bond is the obUgation of a corporation or of a municipal, state, or federal govern- 
ment to pay to the holder a certain sum of money at a definite time, with interest payable at a fixed 
rate and at certain intervals. In other words, the method adopted by a corporation of borrowing 
any considerable amount of money is by the issue of bonds, usually secured by a lien upon the 
property of the corporation. 
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Classes of Bonds: As regards their form, bonds are either registered or coupon. 

Coupon bonds have interest coupons attached. These coupons are payable to bearer and are 
detached on the respective interest dates and deposited by the owner for collection in the same 
way that checks are deposited. 

Registered bonds are registered on the booksL of the corporation issuing them in the name of 
the holder. Any transfer of ownership must be reported to the corporation so that proper record 
of the transfer may be made. Checks for the interest due are mailed by the corporation to the 
registered owners of the bonds on the respective interest dates. 

Coupon bonds are more easily negotiated, but as they are payable to bearer, the owner runs 
greater risk of loss in case the bonds are lost or stolen. 

As regards the nature of the security, bonds are of various kinds, the more common of which 
are first mortgage, second mortgage, collateral trust, convertible, debenture, equipment trust, serial, 
etc. 

First mortgage bonds are a first lien upon the property of the corporation and as a rule are the 
most attractive to investors where security is of first importance; second mortgage bonds are a 
second mortgage upon the property which means that in case of failiire of the company and subse- 
quent liquidation, the claims of the holders of the first mortgage bonds are satisfied first, the residue 
of the property being applied to the satisfaction of the claims of the second mortgage bondholders. . 

Collateral trust bonds are secured by a deposit with a designated trustee or trustees of bonds 
or stocks of other corporations. 

Convertible bonds are bonds which the holders may have converted into stock of the corpora- 
tion after a certain date stated in the bonds. 

Debenture bonds or debentures are certificates of indebtedness issued by a corporation with- 
out mortgage or collateral security. The security of such bonds is based upon the surplus earnings 
of the corporation over previous fixed charges. The larger corporations occasionally issue this class 
of bonds, and institutions such as clubs, secret orders and societies often borrow money of any 
considerable amount by the issue of debentures. Convertible debentures are debenture bonds of 
a class becoming more popular with the larger corporations such as railroad and telephone com- 
panies which contain the featiire of convertibility into stock. 

Equipment trust bonds are bonds usually issued by railroads which are secured by a first mort- 
gage on the equipment bought with the money raised by the issue of the bonds. 

Serial bonds are bonds maturing serially, a portion of the bonds being paid oflf each year. 
When a sinking fund is created, one method of managing the fund is to use the amoimt so set aside 
each year for the piirchase of a portion of the bonds outstanding. The bonds to be retired under 
the serial plan are usually drawn by lot. 

Bonds are known by the name of the company issuing them, by the rate of interest which they 
bear, by their date of maturity, or by the class of the bond. 

Examples: U. S. Steel 5*s; N. E. Tel. & Tel. 5's, 1932; New York City 4}^'s, 1957; Panama 
Canal 2*s, 1936; Massachusetts Gas First Mortgage 4j^*s, 1929; N. Y., N. H. & H. Conv. 6's. 

Bonds are usually issued in denominations of $500 and $1000, although the modem tendency 
is toward the issue of bonds in denominations of $100 and in a few instances of $50. By doing so, 
the opportimity is given to the small investor of placing his savings in soimd securities that will 
yield a steady rate of income. 

Following are some important distinctions to be observed between stocks and bonds which 
should be imderstood by all investors: 

(a) A stockholder is a part owner of a corporation; a bondholder is a creditor of the corporation. 

(6) The income from money invested in stocks is called dividends; from money invested in 
bonds, interest. 

(c) A dividend on stock can be declared only out of net profits; interest on bonds is a fixed 
charge and is deducted before net profits are arrived at. 

(d) The dividend on stocks may be increased as the company becomes more prosperous; the 
interest on bonds is at a fixed rate. 

(e) Bonds being a fixed obligation of a corporation mature at a definite time, the principal 
amoimt of the bonds being then paid to the holders; stock is not a liability of the corporation; 
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consequently, a stockholder cannot demand of the corporation the money invested by him. In case 
of liquidation of the corporate affairs, however, after all the liabilities are satisfied, the residue be- 
longs to the stockholders. 

(/) Stocks are often bought for speculative purposes ; bonds are purchased purely for investment. 

(g) Stocks are subject to sudden and frequent fluctuation in market value; bonds \isually sell 
near par value. 

(fe) Stockholders have one vote in the management of the affairs of the corporation for each 
share of stock held; bondholders have no voice in the management. 

(i) The income from stocks is usually greater than from bonds. 

Sinking Funds: A sinking fund is a fund to which periodic contributions are made for the 
purpose of providing a fund to be used in paying off a debt at its maturity. The deed of trust under 
which bonds are issued frequently requires the creation of a sinking fimd to be placed in the hands 
of sinking fund trustees. 

By the use of tables of logarithms one can determine what amount of money invested at a 
certain rate of interest should be set aside periodically in order that a fixed' simi may be available 
in a certain number of years. Money set aside as a sinking fund is either deposited in a savings bank, 
invested in high-grade securities, used in the retirement of the bonds for which the fund was created, 
or invested by the company in betterments and additions by which means its financial position is 
strengthened. 

Corporation Books of Account: The only books of accoimt peculiar to a corporation are those 
in which are kept the special records required by the corporate form of organization. These com- 
prise the Minute Book, Subscription Book, Stockholders* Ledger, Stock Certificate Book, Stock 
Transfer Book, Dividend Book, and Bond Register. 

The minute book is kept by the secretary and contains the minutes of all regular and special 
meetings of the stockholders and of the board of directors. 

The subscription book is a register in which the subscribers to the capital stock at the time of 
its original issue sign their names, against which is entered the ntmiber of the shares subscribed 
for. 

The stockholders' ledger is a subsidiary ledger containing an account with every stockholder. 
Each stockholder's accoimt is credited at par with the ntmiber of shares of stock acquired and 
debited with the par value of any stock disposed of. The Capital Stock accoimt is the controlling 
account for the Stockholders' Ledger. 

The stock certificate book is a book somewhat resembling a check book made up of blank 
certificates attached to stubs. A certificate is issued to any one who becomes a stockholder, certify- 
ing to the number of shares owned, the par value of each, the class of stock, the conditions tmder 
which it is issued, and signed by the proper officials. In case a stockholder sells all or a part of the 
stock which he owns his certificate is surrendered to the company and canceled and a new certificate 
issued to the purchaser. 

A stock transfer book is a book which contains a record of all stock transferred from one person 
to another. Postings to the Stockholders* Ledger are usually made from this book. 

A dividend book contains a record of all dividends declared and paid as well as a record of all 
unclaimed dividends. 

A bond register is a record of bonds issued by a corporation. 

GENERAL INVESTMENT TERMS 

Stock Exchanges: A stock exchange is a market where those who wish to buy and sell stocks 
may come together. Stock exchanges are in operation in all the leading cities of the coimtry, the 
largest and best-known being the New York Stock Exchange. 

Listed and Unlisted Stocks: Listed stocks are those which have been admitted to the right 
of being dealt in on a stock exchange. 

Unlisted stocks are those not Usted for sale on an exchange. In some exchanges such stocks 
are called '* ctirb stocks '* as it is the custom of the traders in such stocks to come together on a 
certain street in the financial district to carry on their trading. The ** cxu-b '* market in New York 
City is a very active one, some of the best-known stocks being " cxu-b " stocks. The New York 
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Stock Exchange also has an unlisted department. In 1913, the stock of about 1600 corporations 
was listed on the New York Stock Exchange, representing a capitalization of about $26,500,000,000. 

A great many investors have the mistaken idea, that the listing of an issue of stock or bonds 
on a stock exchange is a giiarantee of their safety from an investment standpoint. While the board 
of governors of the stock exchange does make an investigation of the company which asks to have 
its securities listed, and while it compels the company to meet certain requirements, yet it in no 
way guarantees the safety of the securities. 

If one is buying bonds for permanent investment, it makes little difference whether they are 
listed or unlisted. A purchase of bonds merely means the purchase of a promissory note of a cor- 
poration maturing at some definite date. When the bond comes due, the company must pay the 
principal and interest in ftill. Because of this fact, good bonds usually sell at approximately their 
par value. There are two good reasons, however, why listed stocks are as a general rule superior 
to unlisted stocks from the investor's standpoint. 

First. Listed stocks always have an active market, and an investor is able at any time to 
sell his stock should he desire to do so. 

Second, Fy following the daily quotations of listed stocks, one always knows the market 
value of his stock. 

Stock Quotations: The financial page of the newspapers published in the larger cities gives 
daily a tabulated list of the stocks bought and sold on the New York Stock Exchange with the 
opening, high, low, and closing prices of the stocks for that day. If there is a local stock exchange, 
quotations are also given of the sales on the local exchange. The prices of the stocks of the larger 
corporations all over the coimtry, however, are determined largely by the New York quotations. 
The New York Stock Exchange is a national institution. 

In following the market quotations of stocks, it is important to understand that the quotations 
are in per cents. The fractional per cents are in halves, quarters and eighths. A ** point ** is one 
per cent. In the case of stock with a par value of $100 per share, the quotation in per cent agrees 
with its market value in dollars; if the par value is less than $100, the market value in dollars is 
foimd by taking the per cent of the par value indicated by its market quotation. 

Examples: American Telephone and Telegraph Co. stock is quoted on a certain day at V2A%\ 
as the par value is $100, one share of stock exclusive of brokerage wotdd cost $124.75. Calimiet & 
Hecla Mining Co. stock is quoted at 495; as the par value is $25, one share of stock exclusive of 
brokerage would cost $123.75 (495% of $25). 

Stock Brokers: Stock brokers are persons who deal in securities of all kinds and who act as 
agents for others in buying and selling stocks and bonds on a stock exchange. For this service, a 
commission is charged called brokeragei which is usually 3^% of the par value. 

The more important brokerage houses own seats on several stock exchanges located in the larger 
cities so that orders may be executed in any part of the cotintry for the purchase or sale of any 
listed stock. 

Stocks are either bought outright for investment purposes or are bought and sold on ** margin'* 
for the purposes of speculation. 

A " margin " is a deposit made with a broker by one who desires to speculate in stocks. If 
the speculator thinks a certain stock is going to advance in price, he orders his broker to buy so 
many shares of the stock for him, depositing a ** margin *' usually of 10% of the par value of the 
stock. The broker " carries *' the stock imtil he receives orders to sell, the " margin '* protecting 
him from loss should the stock decline. When the " margin ** is almost wiped out by the decline, 
the broker calls upon the speculator for more margin and if it is not furnished, the broker sells the 
stock. 

Speculators also sell stocks for future delivery in anticipation of a decline in price, hoping to 
be able to fill the order at time of delivery at a price below the price at which it was sold. The 
** margin ** then protects the broker should the stock advance in price. 

A speculator who buys stock on ** margin " in anticipation of a rise is said to ** buy long," or 
to be " long of the market '* ; one who sells in anticipation of a decline in price is said to " sell short,** 
or to be *' short of the market." The name given to the first class of speculators is " Bulls **; the 
second class, " Bears.** 
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Ex-Dividend: Stocks sold ex-dividend means that the seller is entitled to the dividend recently 
declared. The transfer book of a corporation remains closed during the period of usually ten days 
or two weeks between the meeting of the directors at which the dividend is declared and the date 
of payment of the dividend. During this period the stock sells ex-dividend. 

Collateral: Collateral consists of stocks, bonds, notes, sa\Tngs bank books, insurance policies, 
jewels, etc., pledged with a broker or a bank as security for a loan. 

Accrued Interest: Most bonds are now quoted ** with accrued interest " or ** and interest," 
which means that on the day of sale the purchaser must pay the quoted price for the bond plus in- 
terest accrued from the last interest period to the date of purchase. If the accrued interest is not 
taken into accoimt, the bonds are said to be quoted " flat.** 

Watered Stock: Watered stock is stock issued in excess of the actual value of the property 
received by the corporation in exchange. One object in issuing watered stock is to conceal from 
the public the true profit earned by the company on the actual capital invested. 

Rights: When a corporation increases its capital stock, ** rights ** are issued to holders of the 
old stock granting to them the privilege of subscribing to the new issue at a price below its probable 
actual market value. The ** rights '* are in the form of warrants which are certificates issued to the 
old stockholders stating the nimiber of new shares which they may subscribe for. This is a certain 
per cent of their present holding, as, for example, the right to subscribe for one share of new stock 
for every five shares of old stock held. This necessitates the issue of fractional rights to stockholders 
who do not hold even multiples of five shares. These warrants are transferable so that if an old 
stockholder does not wish to use his ** rights ** in subscribing for the new stock he can sell them. 
The warrants are dealt in on the stock exchange the same as stock*. 

** Rights ** are usually issued also to holders of convertible bonds. 

RULES APPLYING TO LEDGER ACCOUNTS PECULIAR TO CORPORATIONS 

CAPITAL STOCK 



Credit 

With the par value of stock issued. 



Debit 

With the par value of stock retired; this 
would only be in case of the reduction of the 
capital stock. 

The balance shows the par value of stock outstanding. 

When a corporation issues more than one class of stock, a separate account should be kept with 
each, designated as ** Capital Stock — Common,** ** Capital Stock — Preferred,** etc. 

Capital Stock should be credited only with the stock actually issued. If the authorized issue 
exceeds the amount issued, the unissued stock is, therefore, not shown on the books, although it is 
well to call attention to the authorized issue at the head of the Capital Stock account. 

Should the ofl&cers insist upon having the Capital Stock account show the full authorized issue, 
an accoimt may be opened with Unissued Stock, or Unsubscribed Stock, but never with Treasury 
Stock. The accotmt opened should be debited with the amount of stock remaining to be issued. 
Instead of showing such an account in the Balance Sheet as an asset, it should be deducted on the 
liability side from *' Capital Stock — Authorized Issue,** the difference being the amount ** Issued 
and Outstanding.** 

SUBSCRIPTION 



Credit 

With the par value of the stock when 
paid for. 



Debit 

With par value of stock subscribed for to 
be issued at a later date. At the same time, 
credit Capital Stock. In the organization of a 
corporation, this is usually the first entry 
made and appears in the Journal. 

The bala nee represents the amotmt of stock subscribed, payment for which has not yet been 
received. 

If capital stock is subscribed to be paid for in installments, it is customary not to issue stock 
certificates until the last installment is paid. When the subscription is to be paid in installments. 
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the Subscription account should be debited and Subscribed Stock credited instead of Capital Stock. 
As each installment is paid, Subscription is credited, the payment of the final installment balancing 
the account. An entry should then be made debiting Subscribed Stock and crediting Capital Stock. 

TREASURY STOCK 



Debit 

With the par value of stock which has 
once been issued and subsequently acquired by 
the corporation by donation or purchase. 



Credit 

With the par value of donated stock sold; 
if sold below par, debit Working Capital 
Donated with the discoimt; if sold above par, 
credit the same account with the premium. 

When stock is acquired by donation, it is generally in order that it may be sold to provide 
working capital. (See Treasury Stock.) When the entry is made debiting Treasury Stock, Working 
Capital Donated should be credited. 

When the treasury stock has all been sold, an entry should be made debiting Working Capital 
Donated and crediting Surplus, or, better. Capital Surplus; a credit to Capital Surplus keeps surplus 
created in this manner distinct from surplus built up out of operating profits. Although there 
seems to be no law against doing so, it would be poor financial policy to declare dividends out of 
surplus acquired by the sale of treasury stock. 

SURPLUS 



Debit 

With dividends declared; with any portion 
of the siuplus set aside for a special purpose; 
with the net loss as shown by the Profit and 
Loss Statement. 



Credti 

At the time of closing the books with the 
net profit as shown by the Profit and Loss 
Statement. 



Surplus should also be debited or credited with any adjustments made after closing the books 
which in any way affect the profits of the preceding period; as, for example, an error in figuring the 
inventory not discovered imtil after the books were closed. 

The balance of the accoimt, if a credit, represents the imdivided profits; a debit balance in a 
stock corporation shows the impairment of capital stock; in a non-stock corporation, the excess of 
assets over liabilities. A debit balance should be shown in the balance sheet under the title. Deficit. 

DIVIDENDS 



Debit 

With dividends paid. 



Credit 

With dividends declared by the board of 
directors, at the same time debiting Surplus. 



BONDS 



Debit Credit 

With the par value of bonds paid or With the par value of bonds issued, 

retired. 

The balance represents the par value of bonds outstanding. 

The accoimt with bonds should be named after the class of bonds issued, as First Mortgage 
Bonds, Collateral Trust Bonds, Debenture Bonds. When more than one class of bonds is issued, a 
separate accotmt should be opened with each. 



EXERCISE 20 
CORPORATION ACCOUNTS 

1. Name a corporation coming under each of the classes on page 80. 

2. Secure a copy of the Business Corporation Law of your own State and from a study of it 
write out the requirements of the law on the following points: 
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(a) Steps to be taken in organization. 

(b) Corporate name. 

(c) Number of incorporators necessary. 

(d) Minimum amount of capital stock. 

(e) Minimimi par value of shares. 
(/) Officers required; how chosen. 
(g) Ntimber of directors; how chosen. 

(h) For what capital stock may be issued. 

{{) Liabilities of stockholders and directors. 

(/) Annual report to the State; form of such report. 

(k) Organization and filing fee. 

(/) Taxation. 

(w) Meeting of stockholders. 

3. Look up the meaning of the following investment terms: Proxy, Income Bonds, Under- 
writing; Stock Dividend; Passing a Dividend; Joint Stock Company. 

4. R. H. Barnes, C. W. Weston and J. H, Moore organize the R. H. Barnes Company with a 
capital stock of $25,000, divided into shares of $100 each. On June 1, all of the stock had been sub- 
scribed for, and the subscribers made payments for their stock in cash, Jtme 15. Make opening 
entries in the books of the corporation. 

5. The Wakefield Company was incorporated Jantiary 1, 1913, with an authorized capital stock 
of $100,000 consisting of $50,000 6% Preferred Stock and $50,000 Common Stock, divided into 
shares of $100 each. All of the Preferred Stock and 50% of the Common Stock had been sub- 
scribed for. The subscriptions were paid February 1. Show in Journal form the entries to be made 
for the above. 

6. James Potter and Henry Pickett have been partners in the wholesale drug business for a 
ntmiber of years. They decide to incorporate, and a corporation to be known as the National 
Drug Company is organized under the laws of Maine, with a capital stock of $80,000, $60,000 of 
which is 6% Preferred Stock, and the remainder Common Stock. 

The balance sheet of the partnership on July 1, the date of incorporation is as follows: 

Assets Liabilities 

Cash $2,000 Notes Payable $2,000 

Real Estate 40,000 Accounts Payable 8,000 

Accounts Receivable 20,000 James Potter, Capital 30,000 

Notes Receivable 5,000 Henry Pickett, Capital 30,000 

Furniture and Eqtdpment 3,000 



$70,000 $70,000 

All of the Preferred Stock is issued in equal parts to Potter and Pickett in exchange for the 
net assets of the old business. The Common Stock is all subscribed for at par by outsiders, and 
their subscription is paid August 15. 

Show in Journal form the entries necessary to bring on the corporation books the assets acquired 
and the liabilities assumed together with the issue of both classes of stock. 

7. The National Drug Company closed its books December 31, at which time the Profit and 
Loss Statement showed a net profit of $5496.83. A semi-annual dividend of 2% on the Common 
Stock is declared by the Board of Directors, payable January 15. 

Show entries for closing the Profit and Loss account, for the declaration of the dividends and 
their payment. 

8. The directors of the Consolidated Railway Company vote an issue of $850,000 first mort- 
gage 5% bonds on March, 1912, due in 1940. The entire issue is subscribed for by E. H. Sloane & 
Co., Investment Bankers, at 98. 

i ! Make proper entry to show the issue of the bonds. 

f3 9. On April 10, the Pittsburg Athletic Club vote to issue $25,000 in 6% debentures to secure 
money with which to construct new golf Unks and make other improvements. The entire issue 
was subscribed for at par by members, and the amount paid in. 
Make proper entry. 
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10. At the time of incorporating the Jones Manufacturing Company, May 1, 1912, to take 
over the business established by WiUiam Jones, it was the agreement between Jones and the other 
incorporators that of the $100,000 in capital stock which he received in exchange for his business, 
he would donate to the corporation 20% to be sold to provide cash to make necessary expansion. 
On July 10, $10,000 of the stock so donated was sold to investors at 60. 

Make proper entries. 

11. George N. Brown is an inventor and holds patent rights processes, and inventions which 
are used by diflerent companies in the manufacture of gas and electric engines and electrical ap- 
pliances. He decides to organize a corporation for the purpose of selling gas and electric engines, 
pumps, irrigation machinery and a full line of electrical appliances. A central jobbing house is to 
be established in Boston and selling agencies will gradually be opened in all the principal cities. 

The corporation is organized imder the laws of the State of Maine, March 1, 1913, the incor- 
porators being George N. Brown and three of his business associates. The corporation name is The 
George N. Brown Company. The authorized capitalization is $100,000 divided into 500 shares of 
7% non-cumtdative Preferred Stock, par value $100 per share, and 500 shares of Common Stock, 
par value $100 per share. In order that the incorporators may qualify as directors, each is given 
two shares of Common Stock. Brown assigns to the corporation all of his patent rights and trade- 
marks in exchange for 100 shares of Preferred and 492 shares of Common Stock. He at once donates 
to the corporation all of his Preferred Stock and 242 shares of his Common Stock to be sold to pro- 
cure working capital. 

King & Co., stock brokers, are engaged to sell the Preferred and Common Stock held in the 
treasury, their commission to be paid in stock. They sell to John White 50 shares of the Preferred 
Stock, taking in payment two notes, one for $3000 and the other for $2000, each for 3 months and 
bearing interest at 5%. The $2000 note is immediately discoimted at the bank at 6%. For making 
this sale King & Co. are given 25 shares of Preferred and 75 shares of Coijimon Stock from the 
Treasury Stock. 

Brown is elected general manager of the company at a salary of $2000 per year and traveling 
expenses. The payments made during the month of March are as follows: Office Furniture, $200; 
Office Rent, $50; Brown's salary for the month; organization expenses amounting to $250; this 
included lawyer's fee, stenographer's services, publicity. State corporation fee, corporation seal, 
accoimtant's fee, corporation books of accoimt, etc. 

Make all necessary entries. 

EXERCISE 21 
MATHEMATICS OF INVESTMENT 

1. How many shares of N. Y., N. H. & H. can be bought for $5500 at 103J^; brokerage }4% ? 

2. A broker bought for me 500 shares Baldwin Locomotive Co. preferred, at 1043^; usual brok- 
erage. What shotdd be the amount of my check to cover cost? 

3. How many shares of Central Leather, Common, at 22^, brokerage 3^, were sold to net the 

seller $9050? 

4. If American Telephone and Telegraph pays a quarterly dividend of $2 per share, how much 
must be invested in the stock at 127%, usual brokerage, to yield an annual income of $1200? 

5. United States Steel, Preferred, pays an annual dividend of 7%. What will be my income 
from an investment of $2500 at 105^. brokerage J^%? 

6. How many shares of Woolworth Common can I buy with $5580 at 92 J^; usual brokerage? 

7. I have $1287.60 in the Home Savings Bank on which I receive an annual dividend of 3%%. 
What change will be made in my income if I withdraw a sufficient amoimt to buy 10 shares American 
Sugar Refining Co. at 111, brokerage }4%, which pays a 7% dividend? 

8. Which is the better investment and by how much, National Biscuit, Preferred, at 115, pay- 
ing 7%, or New York Central at 102^^, paying 6%? 

9. I own a two-tenement house, for which I paid $7500. The lower floor rents for $27.50 per 
month, the upper floor for $32. The property is assessed for $6800 on which I pay taxes of $17.20 
per thousand, insurance of %% on % of the assessed value, repairs averaging $75 per year, water 
rent $25, and other expenses $100. What rate of interest does my investment yield? 

10. Find the rate of income on each of the following: 



arket Quotation 


Rate of Dividend 


29 


3% 


113Ji 


6% 


115H 


6% 


246 


12% 


224 


15% 


161 


8% 


53J4 


2% 


475 


28% 
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Stock 

Butterick Co 

Penn. R.R 

Northern Pacific ' 

Adams Express 

Mergenthaler Linotype Co 

Pullman Co 

Union Bag & Paper, Pfd 

Calumet and Hecla ($25 per share) 

11. A man sells 25 shares Union Pacific paying 8% at 1483^, brokerage 3^%, and deposits the 
proceeds in savings banks paying 4% interest. Find the change in his income. 

12. The General Electric Co. has capital stock outstanding December 31, 1910, of $65,181,200. 
The gross income for 1910 was $71,478, 558; the total expenses were $42,938,975. After declaring 
a dividend of 8% what amoimt remained to be carried to surplus? What amount of dividend would 
be received by a man who owned 100 shares of the stock? What is his rate of income if the stock 
cost him 162? 

13. The Diamond Match Co. has capital stock outstanding of $16,000,000. The net earnings 
for 1910 were $1,850,482. After carrying $750,000 to surplus, find the largest whole per cent dividend 
the company could declare. 

14. How much must be invested in Amalgamated Copper at 65, including brokerage, to jdeld 
an annual income of $1500 if the stock pays 5%? 

15. On January 5 a speculator deposited with his broker $1000, and instructed him to buy 
175 shares Chesapeake & Ohio at 50. On January 17 the broker was instructed to sell the stock 
at 56H- What was the customer*s profit? Interest 6%, brokerage }/$%- 

16. February 17, 1914, J. W. Wilson deposits $500 with his brokers, instructing them to buy 
50 shares of Utah Copper at 55. The stock drops to 46 and Wilson is requested to furnish more 
margin. February 24, Wilson deposits $200 additional but the stock continues to decline, and as 
he is unable to furnish any more margin, the brokers sell the stock at 42, oil February 27. What 
was Wilson's loss? Interest at 6%. 

DORMITORY ACCOUNTS 

The bookkeeping involved in the purchase of equipment, supplies, provisions, and fuel, the 
pa5mig of all expense bills, and the receipts from students, for board and room rent, is almost always 
done in the general accounting ofl&ce of the college, known as the treasurer's office, or the bursar's 
office. There the students go to pay their dormitory bills; and all bills incurred in the conduct 
of the dormitory, after having been approved, are paid by the treasurer or the bursar. 

When this is done, the matron has practically no bookkeeping to do, except perhaps the handling 
of a Petty Cash Fund and the accotinting to the college periodically, or at the end of the college 
year, for all amounts expended from this fund. It is usually necessary that the matron have such 
a fund available from which to make small purchases of provisions from time to time of local grocers 
in case something has been omitted from the regular order, the purchase of fruit from wagons if 
the prices are obviously low, the payment for petty repairs, express, the purchase of an occasional 
kitchen utensil or anything of like nature. 

As a rule, the matron would not be required to secure a voucher as evidence of all payments 
made, an itemized list of the expenditures from the fund being all that wotdd be required by the 
college ofl&ce. If the main oflftce be strict in their accounting methods, however, she may be obliged 
to obtain a signed voucher for every payment made. Such vouchers would be blank forms filled out 
by the matron, and signed by the person receiving the money. 

A form of a petty cash voucher is illustrated on page 51. 

At any time, the total payments as shown by the vouchers on file deducted from the. money 
. received at the time the fimd was created, shotdd equal the balance of money on hand. 

A warning should be inserted here against combining the petty cash with one's own personal 
cash. The Petty Cash Fimd should always be kept separate from all other money and should 
never be used for any purpose except that for which it was intended. 
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The matron would make all collections from transients, merely keeping an account of the dates 
such money was received, from whom received, and the amount. Such money would be turned 
over to the college ofl&ce weekly or monthly. 

It is advisable for the college office to submit to the matron for approval, monthly bills for 
provisions and supplies and for new equipment purchased, before such bills are paid. It is only 
in this way that the office can be sure that the bills rendered are correct, that the provisions and 
supplies have actually been purchased and used, that the eqtdpment ordered has actually been 
delivered, or that the services noted on the bill have actually been performed. It is essential, there- 
fore, that the buying be looked after carefully and all deliveries checked with the orders. In case 
grocers and provision houses render a sales slip with the goods delivered, the slip should be checked 
carefully with the goods received and the slips filed in chronological order either on a spindle or 
in a clip large enough to hold all the slips for one month. When the monthly bill is submitted for 
approval by the college office, it shotdd be checked with the sales slips and if they are in agreement, 
the slips may be destroyed. 

If one becomes matron or superintendent of a fraternity house or of a dub or private boarding 
house approved by the college, in which students live, the account keeping becomes more com- 
pUcated and wotdd frequently call for a complete system of bookkeeping. In such cases, the super- 
intendent or matron becomes the business manager of the house or dub and is expected to so handle 
affairs that a reasonable profit may be shown to the fraternity or to the owner of the dub or board- 
ing house. While her success would depend largely upon her natural business ability developed 
by study and experience, she would be aided very considerably by a simple system of keeping 
the accounts which wotdd show a complete record of all cash receipts and disbursements and of 
all income and expenses. This could not well be accomplished imless the books were kept by double 
entry with accoimts with all property and equipment owned and with income and expenses. A 
Cash Book, Journal, and Ledger would be the only books needed under ordinary circumstances, 
the Cash Book being of the most importance. 

A bank accoimt should be opened and all money received deposited except a small amoimt 
withheld from which to make petty payments. All bills which can be so paid with convenience 
should be paid by check. Receipted bills shotdd be filed alphabetically in a box file, all bills from 
any one house being placed together in a folder. Canceled checks should be carefully preserved, 
preferably by filing the bank statement in envelope form with check$ endosed, just as it was ren- 
dered by the bank. Before filing away each month's statement, it is essential that the statement be 
compared with the check book to see that the two agree, allowance being made for outstanding checks. 

The importance of keeping the accounts up to date cannot be over-emphasized. No system 
of bookkeeping will run of its own accord. The accounts must be kept. It is a mistake to regard 
this work as greatly subordinate to one's other duties, only such time being spent upon the books 
as is necessary to keep the accounts somewhere near up to date. Neither should the capable and 
effident superintendent regard such work as drudgery, but rather as of vital importance in order 
to ascertain the true measure of one's success as a business manager. 

The ideal method to be pursued is to set aside a few minutes of each day, preferably in the 
evening, or perhaps one evening each week would suffice in many cases, to keeping the books. By 
allotting a regular time to such work, more interest will be taken in it, and the books will invariably 
be better kept. 

The following list of Ledger accounts are suggestive of those that it would be advisable to keep in 
a wdl-conducted private dormitory owning its own building and house furniture and furnishings: 

Land Investment Account 

Building Food 

Depredation on Building House Service 

House Furniture and Furnishings Repairs and Renewals 

Depredation on House Furniture and Fuel, Light and Water 

Furnishings General Expense 

Kitchen and Dining Room Equipment Income from Dormitory 

Cash Income from Transients 

Accounts Receivable Income from Sale of Waste 
Mortgage Payable 
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MISCELLANEOUS EXERCISES 

EXERCISE 22 

JOURNALIZING 

January, 1914 

1. Bought on account, merchandise of J. M. Guilford, per bill rendered, $946.53. 

2. Sold C. W. Wallace, on account, merchandise, $123.46. 

3. Paid rent for one month by check, $65. 

4. Gave J. M. Guilford my note at 15 days, for $500, to apply on account. 

5. Paid J. M. Guilford cash, on account, $100. 

6. Received note at 10 days, for $750, from C. W. Wallace, to apply on account. 

7. Sold S. M. Blue merchandise per bill, $192.30, and received in payment a note at 30 days. 

8. I have transferred by endorsement, Wallace's note to J. M. Guilford, at its present value, 
to apply on accoimt. 

9. Bought a bill of merchandise amounting to $652, from Chase & Co., giving in payment 
my note at 10 days. 

10. Paid freight on above bill, $4.35. 

11. Bought of W. A. Clarke Coal Co., 10 tons coal at $8.25, paying cash. 

12. Received from Smith Bros. $750, on accoimt. 

13. Paid my note due today, favor J. M. Guilford. 

14. Sold Alfred Cook, on account, 10 barrels flour, at $4.20; 100 pounds lard, at 19^; 250 
bushels potatoes, at 75ff. 

15. Borrowed $500 from J. M. Lambie, on my note at 30 days. 

16. Paid gas bill for the month by check, $7.50. 

17. Prepaid my own note by check; face of note $750.60; period of discount 35 days; rate of 
discount, 3%. 

18. Received a check from Arthur Graydon, to apply on accoimt, $343.94. 

19. Bought merchandise for cash, $221.16. 

20. Alfred Cook has retiuned 2 barrels flour as damaged and imsalable which we have credited 
him with at the price he paid. 

21. Sold M. A. Bailey 15 barrels flour, at $4.15; and 12 barrels pork at $12.50. Received a 
check for $100 in part payment, the balance on account. (One entry.) 

22. Received from Steiger & Co. note of Andrew Dobbie for $350, at its face value. 

EXERCISE 23 

JOURNALIZING 

February, 1914 

1. Sold merchandise to James Howard for his note at 20 days, $80. 

2. Bought merchandise from A. H. Miner for our note at 5 days, $1345.18. 

3. Sold merchandise for cash, $32.96. 

4. Received note at 10 days from Arthur Graydon, on account, $128.37. 

5. Paid our note due today, favor A. H. Miner, $1345.18. 

6. Sold Arthur Graydon on accoimt, 30 days, merchandise per invoice, $1123.75. 

7. Bought from Harold Wayne, on accoimt, 30 days, merchandise per invoice, $1742. 

8. Received note at 5 days from Foster Bros., in part payment of bill of October 2, $150. 

9. Gave Harold Wayne our note at 5 days, in payment of bill of September 26, $365. 

10. Bought merchandise of F. B. Mason, $612.50. Gave in part payment a check for $200; 
note at 60 days for $300. 

11. Paid our note due today with interest held by James Brown, face $265; interest for 90 
days at 5%. 

12. Transferred by endorsement G. W. Wallace's note for $226.25 to J. M. Guilford at the 
face value to apply on account. 

13. Received cash from James Howard for his note due today, $80. 

14. Paid Duer Hardware Co. in full, $165. 
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15. Received cash from Arthttr Graydon for his note due today, $125.37. 

16. Paid otir 60 day note, with interest due to date, favor Gimbel Bros. ; face of note, $192. 

17. Paid janitor's service for the month by check, $25. 

18. Sold G. B. Dean & Co. for cash, merchandise per bill rendered, $48.93. 

19. Received cash from Harold Wa5^e, in full of accotint, $32.87. 

20. Discounted note received from J. F. Wiggins. Face of note, $1000; period of discount, 
26 days; net proceeds received in ca^h. 

21. Prepaid our note of $320, in favor of H. C. Bliss, given January 1, at 6 months, less 
discount to maturity. 

22. A. R. Wells has transferred to us by endorsement a draft for $325, at 60 days' sight, in his 
favor, drawn by H. E. Richards on Holmes & Co., accepted March 3, which we have placed to his 
credit, less discount to maturity. 

EXERCISE 24 

JOURNALIZING 

March, 1914 

Drafts 

(Write entries for each party in this order: Drawer, Drawee, Payee.) 

1. R. C. Adams gave B. E. Anderson, on account, his draft at sight on William Friend for $250. 

2. Harold Wayne gave Arthur Graydon on account, his draft at 60 da3rs, on G. B. Dean & 
Co. for $1000. 

3. James Warren drew a draft at 30 days, on Richard Shield, in favor of Thomas Niland for 
$2500. 

4. David Irwin drew a draft at 60 days on Ira Willis, in favor of Harry Milton for $465. 

5. F. G. Botsford received on account from Andre Danvers, a sight draft drawn on Fred 
Archer for $750. 

6. George H. Hart accepted E. R. Grayson's draft at 10 days* sight in favor of himself, on ac- 
count, for $1650. 

7. The drawer is Dilworth Bros., the drawee is Merchants Supply Co., the payee is C. M. 
Russell & Co. The draft is drawn at sight, for $1265. 

8. James Harris is the drawee, R. A. Walters the payee, and Wells & Day, the drawers of a 
draft at 60 days' sight for $940. 

(One entry for each of the following.) 

9. Accepted 10-day draft drawn by M. Grace & Co., in their favor, for $435. 

10. We have received from Ward Bros, a draft at 10 days, on Mason & Hall, for $630, which 
has been accepted. 

11. We have drawn a 30 days* draft on King & Co., in favor of Wheeler & Wilson, for $310.25. 

12. We have drawn a draft at 20 days on McCallimi & Co., in favor of ourselves, for $500, 
which they have agreed to accept. 

13. We hold a time draft for 90 days drawn on W. A. Wallace, January 5, for $625, and ac- 
cepted by him. We endorse it over to Henry Wagers and received credit for the proceeds, it being 
discounted at 5% for the unexpired time. 

14. We have accepted a 10-day draft, drawn on us by W. A. Rogers & Co., in pa)mient of a 
bill of goods amounting to $320.15, bought of them April 20, on which they have allowed us a dis- 
count of 1%. 

EXERCISE 25 

JOURNALIZING 

1. Closed our accoimt with Wilson & French by giving our note at 90 days for balance $146.15. 

2. C. M. Russell transferred to us J. N. Wade's note for $175 at its present value, the dis- 
count for the imexpired time being $1.63. 

3. Through a fire which broke out in the basement, goods to the value of $70 have been en- 
tirely destroyed. No insurance. 

4. We have received from the Three County Fair Association a prize of $100 for the best 
decorated store window. 

5. A robber entered the store and taok from the money drawer currency amounting to $81.85. 
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6. In pajdng otir month's rent which was charged to the Expense account we drew our check 
for $12 too much through an error in calculation. This amoimt has been refunded to us by the 
owners of the store. 

7. We have discovered a coimterfeit twenty-dollar bill in the cash drawer, the source of which 
cannot be traced. 

9. Received from Steiger & Co. note of Andrew Dobbie for $350 due April 15; we have allowed 
them credit for the net proceeds, discoimting it at 6%; discounted March 5. 

10. S. E. Hamlin clerked for us one week, and we have paid him with merchandise to the 
amount of $12.50 taken from the stock. 

11. K. N. Reynolds fails owing us $567.34 on accoimt; we compromise with him by taking 
his note for one year for 50^ on the dollar, and give him a receipt in full. 

12. We hold a 90-day note on W. A. Wallace, dated April 5, for $625. We endorse it over to 
Henry Wagers and receive credit for the proceeds; discoimted May 13, for the imexpired time at 
5%. 

13. John Brown's note for $1500 due today was renewed for 3 monthe for the same amount. 
Six months* interest at 6% on the old note paid in cash. 

14. Bought a bill of merchandise from C. E. Parsons amounting to $376.45, giving in pay- 
ment our note at 60 days for $100, a check for $200, and the balance on account. 

EXERCISE 26 

CASH BOOK 
September, 1914. 

1. Balance, $4962.50. 

2. Had our note for $2000 discounted at the First National Bank and received credit for the 
proceeds. The note was for four months, and was discounted at 5%. 

3. Bought a warehouse located at 29 River Street for $3000,* cash. 

4. Paid invoice of J. A. Ross for $427.39, less 3%. 

5. Discounted J. A. Snyder's note for $300 at the First National Bank. Period of discount, 
39 days; r^te of discount, 6%. 

6. Drew a sight draft in our favor on R. F. Armstrong for $139.20. 

7. Loaned C. W. Pomeroy on his 60-day note $50. 

8. We have received a check from C. E. Norris in payment of our bill of goods sold him the 
2d inst. for $408.20, less 2%. 

9. The Haywood collection agency reports the collection of our account with A. W McKay 
for $245.60. They have sent us a check for this amount less their collection charges of 5%. 

10. We hold a note against Walker & Co., for $180. We offer them a rebate of 10% for the 
immediate payment of the note. They accept and send us a check. 

11. Charles H. Day presents bill for filling our ice house amoimting to $175. We send him a 
check for this amount less $42.90 which is due us on his store account. 

12. We receive a check from Henry Brown in pajrment of his note for $200, with accrued 
interest for 3 months at 5%. 

13. The King Printing Co. presents bill for $5 for printing circulars to be used for advertising 
which we have paid by check. 

14. Our traveling salesman sends in bill for $42.35 for this week's expenses. We send him a 
New York Draft for the amount. 

15. Pay Allen & Sons $150 to apply on accoimt. 

16. Had a carpenter at work five days at $1.75 per day, making repairs on warehouse. 

17. Receive a New York Draft for $75 from Hurd Bros, to apply on accoimt. 

18. I pay my note of $162.50 held by E. M. Long with 5 months* interest due at 4%. 

19. I have bought two Fox typewriters from George C. Ware at $97.50 each, and 9 typewriter 
ribbons at 75^ each. 

20. Paid clerks' and janitors' services in cash, $62.75. 

22. I lost $25 on the street today. I have offered a reward of $5 for the return, pajdng 50f5 
for advertising the loss. 
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EXERCISE 27 

Trial Balance, April 30, 1914 

H. C. Eraser (Proprietor) $33.00 $2,500.00 

Purchases 7,845.50 

Sales 6,109.00 

Expense 104.00 

Cash 1,145.50 

Notes Receivable 669.50 

Accounts Receivable 1,941.00 

Notes Payable 845.00 

Accounts Payable 2,284.50 

$11,738.50 $11,738.50 

Merchandise inventory, $2327.40; prepare Profit and Loss Statement for the month of April; 
Balance Sheet, Closing Entries. 

EXERCISE 28 
Trial Balance. May 31, 1914 

Herbert Fallon (Proprietor) $6,000.00 

Purchases $6,040.47 

Sales 6,327.50 

Freight (on Purchases) 78.60 

Expenses 303.55 

Discotint 22.91 29.70 

Interest 3.91 5.72 

Cash 4,477.23 

Accotints Receivable 2,092.50 

Notes Payable 156.25 

Accounts Payable 500.00 

$13,019.17 $13,019.17 

Merchandise inventory, $1178.32; prepare Profit and Loss Statement; Balance Sheet; Closing 
Entries. 

EXERCISE 29 
Trial Balance, December 31, 1914 

John W. Doe (Proprietor) $2,040.00 $30,910.67 

Purchases 49,813.15 

Sales 31,400.60 

General Expense ^. 1,524.27 

Advertising 525.73 

Salaries 1,920.00 

Furniture and Fixtures 1,210.00 

Traveling Expenses 550.00 

Real Estate 7,200.00 

Office Supplies 300.00 

Accounts Receivable 7,030.30 

Notes Receivable 297.40 

Accoimts Payable 8,646.45 

Notes Payable 2,400.75 

Cash 947.62 

$73,358.47 $73,358.47 

Inventory, December 31, 1914, $18,720.48; oflRce supplies on hand, $150; 5% depreciation on 
Furniture and Fixtures. Prepare Profit and Loss Statement, Balance Sheet, and Closing Entries. 
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EXERCISE 30 
G. W. Brown 

Trial Balance, May 31, 1914 

G. W. Brown, Capital $112.00 $8,800.00 

Merchandise 1,451.34 

Expense 347.75 

Merchandise Discotint 43.46 60.75 

Ftimiture and Fixtures (cost) 231.00 

Real Estate 12,125.00 

Discount 114.16 

Bills Receivable 700.00 

Accounts Receivable 3,622.75 

Bills Payable 6,505.00 

Accounts Payable 3,654.25 

Cash 272.54 

$19,020.00 $19,020.00 

Inventory, May 31, $3372.55; Furniture and Fixtures have depreciated in value 10%; Office 
Supplies on hand, $22.08; unexpired insurance amounts to $76.67; no change in value of real estate. 

An analysis of the Merchandise Account shows Piu-chases for May, $9278.75; freight and 
cartage on goods bought, $83.35; Sales, $7898.76; a contribution by Mr. Brown to the City Mission 
of merchandise costing $12. 

Make adjusting entry necessary to dose the Merchandise Accoimt and to open the following 
accounts: Purchases, Sales, Freight and Cartage In. 

On May 20, bill of Allen & Parker for $125 for painting building at 246 Main Street was im- 
properly charged to Real Estate. Make proper adjustment. 

The following are required : 

(a) Adjusting Entries. 

(6) Adjusted Trial Balance. 

(c) Profit and Loss Statement for May. 

(d) Balance Sheet. 

(e) Closing Entries. 

EXERCISE 31 
G. W. Brown & Co. 

Trial Balance, June 30, 1914 

G. W. Brown, Capital $10,452.74 

L. L. Logan, Capital 10,340.24 

Merchandise $3,342.80 

Expense 549.62 

Merchandise Discount 133.77 217.21 

Fimiiture and Fixtures 207.90 

Real Estate 7,125.00 

Discotint 32.11 81,77 

Interest 2.04 25.24 

Bills Receivable. . : 1,317.72 

Accounts Receivable .• 2,559.94 

Bills Payable 2,742.27 

Accoimts Payable 4,686.37 

Shipment No. 1 302.50 336.87 

Shipment No. 2 518.60 484.50 

Shipment No. 3 (cost) 1,955.00 

Cash 11,320.21 

$29,367 21 $29,367.21 
There is no merchandise on hand as a fire on the 25th destroyed most of the goods; the portion 
of the goods damaged by the fire was sold in bulk to Fletcher Bros, at a nominal price. 
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The btiilding at 246 Main Street was also burned; the lot on which the building stood is esti- 
mated to be worth $6000. 

Furniture and Fixtures were a total loss. 

No returns have been received from Shipment No. 3 ; it is valued at cost as shown in the trial 
balance. 

An analysis of the Merchandise accoimt shows the following: Inventor}'' June 1, $3372.55; 
Purchases for June, $14,152.39; Freight and Cartage In, $377.32; Sales to time of fire $10,059.46; 
vSale of goods damaged by fire to Fletcher Bros, for $1500; insurance received on stock lost by fire, 
$3000; Cost of goods destroyed by fire, $8920.38; cost of goods shipped to commission merchants, 
$2745.50. 

Make adjusting entry necessary to close the Merchandise accoimt and open accoimts with the 
following: Inventory; Purchases; Sales; Freight and Cartage In; Fire Loss. 

An analysis of the Real Estate account shows a debit representing cost of $12,125 and a credit 
of $5000, being insurance received on the building. 

The Capital accoimt of G. W. Brown shows Net Worth of $10,240.24 brought down from May 
plus a credit for salary of $125 and for traveling expenses paid from his personal funds of $87.50; 
the account of L. L. Logan shows investment of $10,240.24 plus a credit for salary of $100. 

Make adjusting entries necessary for the following: 

To open accounts with Discounts on Purchases and Discounts on Sales; with Interest on Bills 
Receivable and Interest on Bills Payable. 

The following are required: 

(a) Adjusting Entries. 

(6) Adjusted Trial Balance. 

(c) Statement Showing Fire Loss. 

(d) Profit and Loss Statement showing first the profit on sales to time of fire followed by the 

final net loss. 

(e) Balance Sheet. 
if) Closing Entries. 

EXERCISE 32 

E. A. Belden & Co. 

Trial Balance, July 31, 1914 

E. A. Belden, Capital account ; $8,494.68 

E. M. Williams, Capital account 6,955.00 

Merchandise $1,979.81 

Expense 125.00 

Furniture and Fixtures 250.00 

Real Estate 9,850.00 

Commission 133.19 

Charges 26.63 

Horses and Wagons 325.00 

Office SuppUes 48.60 

Merchandise Discount 233.40 

Shipments 1,066.68 

Discount 1.98 

Freight (on Purchases) 289.05 

Accounts Receivable 4,293.70 

Notes Receivable 300.00 

Consignments 430.80 

Accounts Payable 2,856.82 

Notes Payable 1,800.00 

Cash 1,539.10 

$20,499.72 $20,499.72 

Merchandise inventor>% July 31, 1914, $2456.28; Real Estate estimated to be worth $9700; 
unexpired insurance, $45.83; office supplies on hand, $35; furniture and fixtures valued at $225; 
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horse and wagon valued at $292.50; goods in hands of commission merchants valued at cost, $1278.10: 
commission earned, $19.25. 

An analysis of the Merchandise account shows the following: Inventory, July 1, 1914, $916.55; 
purchases, $6867.45; sales, $3000.69; cost of goods shipped to commission merchants to be sold. 
$2803.50. 

An analysis of the Shipment accounts shows the following: Inventory, July 1, $1955; cost of 
shipments made, including freight, $2831.60 (freight $28.10); net proceeds received, $3719.92. 

Discoimts on Purchases amoimted to $263; on sales, $29.60. 
The following are required: 

(a) Profit and Loss Statement, July 1— July 31, 1914. 

{b) Balance Sheet (Classify assets and habilities as Current, Fixed, and Expense Items Paid 
in Advance). 

(c) Closing Entries. 

(d) Construct rules for debiting and crediting the following accoimts, and state what the balance 
of each represents: Shipments; Commission; Charges; Consignments; Horses and Wagons. 

(e) What per cent of net profit was reaUzed on the capital invested? 

(0 What two examples of Controlling Accounts are foimd in the books kept by a Shipping 
and Commission Business? By what names are the corresponding Subsidiary Ledgers known? 

(g) To what account must the expenses of the horse and wagon have been charged in this 
exercise? What would have been a better plan? 

EXERCISE 33 

Wood, Pollard & Co. 

Trial Balance, September 30, 191— 

F. H. Wood, Capital $16,578.04 

C. F. Pollard, Capital 24,831.48 

L. F. Johnson, Capital 2,602.03 

F. H. Wood, Drawing $100.00 

C. F. Pollard, Drawing 50.00 

L. F. Johnson, Drawing 35.00 

Notes Receivable 1,000.00 

Interest 35.04 

Accounts Receivable 10,740.46 

Inventory, September 1 23,525.05 

Shipping SuppUes 196.50 

Office SuppUes 192.75 

Insurance 267.50 

Horses and Wagons 742.50 

Fimiiture and Fixtures 2,475.00 

Real Estate 12,150.00 

Notes Payable 5,000.00 

Accounts Payable 7,181.84 

Traveling Expenses 225.00 

Rent 300.00 

Discount 3.60 

Freight Inward 47.59 

Purchases 7,597.27 

Wamsutta Mills Stock 1,150.00 

Office Salaries 655.00 

Shipping Department Salaries 65.00 

Delivery Expenses 111.75 

Sales 10,593.69 

Discounts on Purchases 61.27 

Discoimts on Sales 112.43 

Collection and Exchange 7.45 



100 ELEMENTS OF ACCOUNTS 

Returned Purchases $297.84 

Returned Sales $172.20 

Reserve for Bad Debts 121.60 

Office Expenses 15.00 

Cash 5,365.70 

$67,302.79 $67,302.79 

The above accounts are representative of a wholesale dry goods business conducted by three 
partners under the firm name of Wood, Pollard & Co. The trial balance covers a period of one 
month. 

The merchandise on hand September 30 amoimts to $22,372.76: furniture and fixtures are 
valued at $2450; horses and wagons, $735; insurance imexpired, $260; shipping supplies on hand, 
$93.25; office supplies on hand, $106.50; real estate, $122.50; Wamsutta Mills stock, $1150. 

The note of the firm for $5000 is a demand note issued September 26 and bearing interest at 
6%; the note of $1000 held by the firm was received on September 9. 

The Real Estate owned by the firm is a building at 74 Chestnut Street, which cost $12,000, and 
which is occupied by a tenant. At the time of closing the books on August 31, the value of the 
property was increased to $12,250; on that date rent accrued for August of $100 was charged to 
the Real Estate accoimt; September 2, $200 rent was received from the tenant for August and 
September, which was credited to Real Estate, leaving the present balance of $12,150. Make 
necessary adjustment. 

The building occupied by the firm for business purposes is rented at $300 per month. 

The ten shares of Wamsutta Mills Stock were bought on August 13 for $105 per share; the 
book value was increased August 31 at the time of closing the books to $1150. No dividend has 
been received on the stock. 

One-half per cent of the gross sales is to be set aside as a reserve for bad debts. 

By the terms of the partnership agreement, 6% interest is to be allowed each partner on his 
capital accoimt and 6% interest is to be charged on all drawings in excess of salary allowances. 
Wood is allowed a monthly salary of $150; Pollard, $200; Johnson, $225. The salary of each partner 
for September has been credited to the respective drawing accoimts. 
The following are required: 

(a) Trading and Profit and Loss Statement (show percentage). 

(6) Balance Sheet (accoimt form). 

(c) Closing Entries. 

EXERCISE 34 

Norwood National Bank 

Trial Balance, December 31, 1914 

Real Estate $47,500.00 

Capital Stock $300,000.00 

Furniture and Fixtures 15,000.00 

U. S. Bonds (Reg. 2's) 100,000.00 

Circulating Notes 90,000.00 

Cash 172,718.00 

Due from Banks 426,480.90 

Due to Banks 336,513.85 

Time Loans 75,000.00 

Demand Loans 25,000.00 

Bills Discounted 478,311.31 

Deposits 432,782.95 

Certified Checks 7,450.72 

Discount 29,412.60 

Interest on Time Loans 15,812.62 

Interest on Demand Loans 12,712.20 

Salaries of Officers 20,000.00 

Salaries of Clerks 21,000.00 
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Stationery and Printing $1,200.00 

Advertising 2,500.00 

Legal Expense 2,000.00 

General Expense 5,112.80 

Surplus $165,608.87 

Undivided Profits 4,816.50 

Collection Charges 812.60 

Safe Deposit Box Rentals 3,870.00 

Interest on Depositors* Balance 6,832.70 

Wages of Porters and Janitors 2,750.00 

Cashier's Checks 4,112.80 

Interest on U. S. Bonds 2,000.00 

Redemption Fund 5% 4,500.00 

$1,405,905.71 $1,405,905.71 
The following are required: 

(a) Statement of Revenue and Expense. 

(b) Balance Sheet. 

EXERCISE 35 
JOURNALIZING 

1. Sold to J. H. Brown merchandise amoimting to $2560. Received in payment H. C. Robbins* 
note for $1290 with interest accrued for 62 da)rs at 6%. Balance on account 30 days. 

2. Bought of J. H. Howard merchandise, $1050. Gave in payment John Smith's note for 
$450 discotmted for 91 days at 5%, draft at 10 days' sight on H. J. Harris for $200 and my note 
at 60 days to balance. Freight paid in cash, $8.90. 

3. J. H. Sommers owes me $1200. I offered him a discoimt of 3% for cash. Sommers not hav- 
ing the money discotmted his 90-day note at the bank at 7%, the note producing the sum re- 
quired to discount my claim. Sommers* entry. 

4. White owes Baker $80 for which amoimt he gives his note at 3 months without interest. 
Baker has the note discounted at the bank on the same day and by agreement with White charges 
him with the discotmt. White defaults in paying the note and Baker has it to pay. White then 
turns over to Baker 20 bushels apples at $1 per bushel, pays the discoimt with which he is charged 
in cash and gives Baker a new note for the remainder. Entries in Baker's journal. • 

5. Our teamster while delivering goods had a horse run away and china and glassware which 
had been sold for $100 cash was totally destroyed. The horse was also killed, valued at $150. 

6. J. L. Mather becomes insolvent owing us at the time an accoimt of $127.65. He compromises 
with us by giving us his check for 30^ on the dollar and a note which he holds on M. A. Hanna 
for $50. We give him a receipt in full. 

7. We hold J. R. Miller's note for $500 dated April 6 at 4 months and bearing 7% interest. 
It is due today and he pays the interest, in cash, makes a payment of $200 on the note and gives 
us a new note for the balance. 

8. The store of E. E. Gray & Co. was broken into Stmday morning, April 12, and $4962.70 
taken from the safe. The bookkeeper is asked to make proper adjustment. 

9. The First National Bank reports the collection of T. B. Spencer's note of May 1 in our 
favor for $175, with 3 months' interest at 5%. Collection charges, $L27. They remit balance 
due us. 

10. There is a balance due us of $61.50 from C. E. Chase, lately deceased. The administrator 
notifies us that he left no property available for the payment of the debt. We close up his account 
on our books. 

12. Mrs. Henry Warner buys the Millinery Establishment of Madam Femald for $2000. 
An inventory of stock and equipment shows the following: Materials $550.75; Finished Stock, 
$612.80; Accotmts Receivable, $472.69; Ftmniture and Furnishings, $500; Charles W. Whittier 
holds a mortgage on the business for $600, which Mrs. Warner assumes; she also assumes Accotmts 
Payable for $295.87. She makes a cash payment of $1200 and gives two notes of equal amoimts 
for the remainder, running six months and one year respectively, and bearing 6% interest. Make 
opening entry for the books of Mrs. Warner which are to be kept by double entry. 
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13. Brown has a Customer Ledger, a Purchase Ledger, and a General Ledger, the latter con- 
taining controlling accounts with the other two. When his bookkeeper submitted to hhn trial 
balances of the three, he observed that White owed him $100, subject to a cash discoimt of 2J/^%, 
and an allowance for outward freight of $1.68, neither of which items has been entered in the books; 
and that he owed White $100, subject to a discount of 4%, which had not been entered. He directed 
the bookkeeper to adjust the accotmts by a remittance of stamps. Draft entry or entries that 
will close the two personal accotmts and maintain the reconcilement of the Ledgers. Separate 
accoimts are kept for Customers' Discount and Purchase Discotmt. 

(From Massachusetts C. P. A. examination, Jtme, 1913.) 

14. Make adjusting entries for the following: 

(a) Repairs to machinery during the year charged to Machinery and Tools, $181.56. 

(b) Error in figuring inventory not discovered until after books were closed, $1000. 

{c) Interest accrued on note of $10,000 held by Thomas Moseley & Co., from August 1 to 
December 31, at 5%. 

(d) Interest accrued on notes of customers held by the firm from the date each was given to 
December 31, $462.50. 

(e) Insiuunce premituns prepaid, $250. 

(/) Freight and Cartage account shows a debit of $2790.42, one-third of this is to be charged 
to Purchases; two-thirds to Selling Expenses. 

(g) Wages accrued, December 27 to 31, $2162.44. 

(fe) Taxes accrued on factory btiildings. $462.80; on office building, $263.75. 

15. A has exhatisted his credit with B. He needs further accommodation to the extent of 
$2500, to obtain which he gives B a three months' draft on C for $2500. This is $1000 more than 
C owes A. To adjust this difference C draws at four months on A for $1000. Assuming that the 
drafts have each been accepted, state the entries in A*s books. 

(From C. P. A. examination, New York, February, 1910.) 

EXERCISE 36 
PARTNERSHIP ADJUSTMENTS 

1. X and Y bought merchandise to the amount of $3000. X contributed i^i; Y, i\. They 
afterwards sold Z a i interest for $1200. How much of this amount should X and Y receive respec- 
tively in order to make X, Y and Z equal partners? 

2. A, B and C, agree to start in business with a capital of $200,000 of which A is to furnish 
$100,000 and B and C, $50,000 each. A is to have J^ interest in the business and B and C, each 
34 . Interest at 5% is to be credited on excess, or charged on deficiency of capital. A contributes 
$100,000, B, $45,000, and C, $40,000. How would the capital accounts stand on the books after 
adjusting the interest at the end of the year? 

3. During the simimer of 1909, D and S were equal partners in the oriental goods business in 
Lake Placid, N. Y. At the close of the season after all collections had been made and all debts 
paid there remained in the bank a balance of $64.85. Their books of account showed that during 
the sunmier D had withdrawn $219.80 and S $132. At the close of the season they dissolved partner- 
ship but no immediate settlement was made and three months later when they came to settle, 
D had spent the remaining balance of $64.85. At that time D entered a claim for personal goods 
to the amount of $26 which he had contributed to the firm, and S, a similar claim for $15.75. S 
demands a settlement. What amount is owing to him? Entries to adjust on firm's books. 

4. Smith & Murray have been doing business as equal partners and have kept their books 
by single entry. They wish to admit Davis as a partner and have their books kept by double entry. 
Their books and inventory taken show the following assets and liabilities; merchandise $9241; 
cash, $850; real estate, $3000; accounts receivable, $6941; store fixtures, $571. Smith's investment 
account credit, $6400; Murray's investment account credit $5390; accounts payable, $4175; bills 
payable, $975. Prepare statement of resources and liabilities and find each partner's present worth, 
after which make opening entry for the double entry set of books. Davis is admitted and invests 
cash, $3000; merchandise, $2000; bills receivable, $1500. Make opening entry for Davis. 

5. W. A. Wallace and A. M. Adams are equal partners. Adams wishes to retire from the firm 
and an adjustment is required. Wallace's capital account shows a credit balance of $2000 and 
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Adams' a credit of $2700. They agree to the following division of the assets: Adams takes cash 
$4400 and notes receivable $3700. Wallace takes the merchandise inventoried at $6600, personal 
accounts receivable $6300 on which he is allowed a discount of 10% for bad debts and he 
assumes the accounts payable $1100 and notes outstanding $2200. Arrange the above accoimts 
in the form of a trial balance., find the net gain or loss and on the above basis of division of 
assets, find which partner is indebted to the other and how much. 

6. December 31, 1911, after his books had been closed for the year, James Ryan's books show 
a net credit to his account of $2500. J. W. Whiting holds a note against him of $1500. Ryan agrees 
to admit Simons as a I partner if Simons will lift the note. Simons does so. Jotunal entry to adjust 
in Ryan's books. 

7. A and B are partners, A having invested $2000 and B $500, profits to be shared equally. 
The firm suffers losses so that the assets available for distribution amount to only $1000. How 
should the $1000 be divided? 

8. A, B and C are partners, their capital accounts showing A, $2000, B, $500, and C, $4500. 
The Balance Sheet shows a Cash balance of $2200 and a deficit of $4800. (a) How should the deficit 
be divided? (6) B is insolvent and the claim against him is worthless; state the proper division 
of the remaining assets. 

9. Settlement of a partnership when a liquidation takes place and it is desired to distribute 
the assets in installments as soon as realized. 

Partnership, A, B and C, each with a Capital account of $10,000, profits and losses to be 
divided, 50% to A, 30% to B and 20% to C. A loss suffered of $5000, leaving assets of $25,000. 
Loss apportioned, leaving the claims of A, B and C at $7500, $8500 and $9000. respectively. As- 
sets sold in installments of $10,000, $8000 and $6000, after which nothing remained. How should 
the first instaUment of $10,000 be divided? 

(Problems 7, 8 and 9 were taken from Hatfield's Modem Accounting.) 

10. For the purpose of making a joint speculation, A contributes $3000, B, $2000, and C, 
$1000, and they agree to share the profits or loss in proportion to the amounts contributed. Octo- 
ber 15, 1900, A deposited the $6000 with his broker, giving instructions to buy 300 shares New 
York Central and 300 shares Chicago, Burlington & Quincy. The order was executed October 
16, 1900, N. Y. C. at 130?^ and C. B. & Q. at 127. April 10, 1901, under instructions from A, N. 
Y. C. was sold at 151Ji and C. B. & Q. at 191)^, a check being received from the broker to close 
the account. How much does A owe B and C for their interests in the deal, calculating interest 
at 6% (365 days to the year), commission at }^%, and revenue tax of $2 for each 100 shares? - 

(From C. P. A. examination. New York, Jtme, 1901.) 

11. A, B and C were partners carrying on business with a capital December 31, 1900, of $60,000, 
of which A's share was $30,000, B*s, $20,000, and C's, $10,000; each partner was entitled to 5% 
interest on his capital; profits or losses to be shared as follows: A, 1^7; B, J^; C, t. The partners 
agree, July 1, 1901, to dissolve. After all partnership assets had been realized, and all debts paid 
except $500 legal expenses, there remained a balance in bank of $38,550. Final settlement takes 
place December 31, 1901. Cash in bank bears interest from October 1, 1901. Show a statement 
for settlement and partners' Capital accounts as of December 31, 1901. 

(From C. P. A. examination. New York, June, 1902.) 

EXERCISE 37 
RESERVES, SINKING FUNDS, ENDOWMENT FUNDS 

1. Previous to closing the books the Pope Manufacturing Co. makes provision for depreciation 
for the year on fixed assets as follows: 

(a) Depreciation of machinery, 10% of cost, $139,682.70. 

(Jb) Depreciation of auto truck used in the delivery of goods to the freight house, 20% of cost, 
$4000. 

(c) Depreciation of oflSce furniture and equipment, 5% of cost, $3912.80. 
Make necessary adjustment entries. 

2. The W. J. Hilton Shoe Co. has an account with Reserve for Depreciation of Office Equipment, 
which is credited at the time of closing the books with the estimated depreciation of the office 
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eqiiipment. This account now shows a credit of $632.80. June 21, the cbmpany purchased a new 
saie costing $600, and was allowed $125 for the old one taken in exchange. The old safe cost $400. 
Make necessary entries. 

3. December 31, 1914, at the time of closing the books The Henry Hudson Co. set aside 1^% 
of accoimts receivable as a reserve for bad debts. The balance shown by the accoimts receivable 
account on that date was $62,747.93. 

Jime 30, the accounts of R. W. Rollins & Co. for $137.20 and of John C. Cutter for $42.25 
are written off, as repeated attempts have been made to collect them, and it is not thought worth 
while to bring suit against them. 

September 1, a final dividend of 20% from the trustees in bankruptcy for Thomas Knight on 
a claim of $638.20 was received. Previous to this, dividends of 30% and 20% had been received. 

Make the necessary entries covering above transactions. 

4. The Detroit, Toledo & Ironton Railroad on May 1, 1913, issues 4% bonds due May 1, 1943, 
to the amoimt of $10,000,000 at 93J. The bonds contain a sinking fund provision by which the 
company agrees to transfer to sinking f\md trustees annually such a sum as will amount to the 
par value of the bonds at maturity, allowing interest at 4%. 

(1) Make entry showing the issue of the bonds. 

(2) Show form of entry to be made annually to meet sinking fund requirements. 

5. A corporation has been accustomed to charge the purchase of machinery to the Machinery 
accoimt at cost, and each year to charge the Manufacturing Expenses account and to credit Reserve 
for Depreciation of Machinery accoimt with an amount which will offset the cost of the machinery 
by the time it is estimated that it will be advisable to scrap the machines. During the period 
that you have been employed to audit the accotmts, you find that the corporation has sold two 
machines for $500 each, and this amount has been credited to the Machinery account. One of them 
cost $1000, and the amoimt reserved for depreciation on this machine is $600; the other cost $1500 
and the amoimt reserved for depreciation is $850. Make the adjusting entries to correct the books. 

(From Mass. C. P. A. examination, Jime, 1913.) 

6. Amherst College received a bequest by will of $100,000 from the estate of D. Willis James, 
to be known as the Seelye Fund. This fimd was invested by the trustees in securities yielding an 
annual income of $5692.67. Show by skeleton ledger accoimts how the accounting for this fund 
would appear on the books. 

If the $100,000 had been invested in Pennsylvgpia R.R. 3i's, in denomination of $100, at 
93 J^, usual brokerage, what would have been the annual income from the investment? The rate 
of income? How much of a balance would have remained uninvested? 

7. Journalize the following: October 3, the Deerfield Library received a cash gift of $5000 
from Patrick L. Sullivan, the income to be used in the purchase of standard Catholic books. Oc- 
tober 16 the money was invested in stock of the Commercial Bank at $260 per share. December 1 
a quarterly dividend at the rate of 12% per annum was received on the bank stock. 

8. January 2, 1912, the Huntington Hospital received from the executors of the estate of 
James P. Cutter the sum of $100,000 for the creation of a fund to be used in the purchase of a lot 
and the erection and equipment of a building for the treatment of cancer. The fund was to be placed 
in the hands of the trustees and to be kept invested by them for five years before beginning work on 
the building. 

February 10, 1912, the trustees pay Henry W. King $100 for an option on a piece of land 
which they are considering for the site of the new building. 

March 1, 1912, the option on the land is taken up and a check is given Mr. King for $5000, 
the purchase price, less the option previously paid. Pay $25 for search of title, for recording deed 
and other expenses connected with the purchase. 

March 28, 1912, the trustees selected the following investments for the remainder of the fund, 
making the purchase through the banking house of C. A. Ellis & Co. 

$20,000 New York Telephone Co. 4Vs at 101. 

$10,000 Illinois Central R. R. Co. Gold Bonds 4's at 98i. 

$25,000 Pittsburgh, Cincinnati, Chicago & St. Louis R. R. Co. 4i's at 102J. 

$10,000 Western Union Telegraph Co. 4Vs at 105. 

$27,000 Southern Pacific R. R. Co. 1st Mtg. 4's at 98^. 
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The remaining portion of the fund was deposited in a savings bank. 

Jantiary 1, 1917, the income from securities in which the fimd was invested has amounted to 
$26,312.60. October 12, 1918, the new building is completed and the architects release the contractor. 
All costs of construction, amounting to $190,627.80, have been paid in full. The remainder of the 
fund is used in equipping the hospital. 

Make all necessary entries. 

9. A corporation issues 10-year bonds to the amount of $60,000 securing same by a mortgage 
on its property, which is placed in the hands of a trust company. The trust deed provides for the 
establishment of a sinking fimd to retire the bonds at maturity and that equal annual payments 
be made on the first of January in each year. Give the amount of this annual payment, interest 
being compoimded annually at 6%. 

(Examination for Chartered Accoimtants of Manitoba, May, 1910.) 

EXERCISE 38 

BOSTON EXAMINATION, 1911 

Bookkeeping — Part I 

Wm. L. Knight and T. H. H. Anderson began business January 1, 1910, each investing $8000, 
on which he was to receive interest at 6%. Each partner was to be charged interest at 6% on his 
drawings. The amounts shown were drawn at the middle of the year. 

Trial Balance, December 31, 1910 

Wm. L. Knight, Capital $8,000 

T. H. H. Anderson, Capital 8,000 

Real Estate $2,500 

Furniture and Fixtures 450 

Horse and Wagon 350 

Cash 1,030 

Merchandise 17,980 13,650 

Shipments 2,870 1,600 

Office Supplies 50 

Bills Receivable 1,200 

Accoimts Receivable 4,900 

BiUs Payable 120 

Accounts Payable 1,100 

Consignments 480 

Commission 800 

Charges 120 

Merchandise Discount 350 

Expense 1,090 

Interest 40 

Freight 180 

Advertising 50 

Real Estate Maintenance 60 

William L. Knight, drawings 750 

T. H. H. Anderson, drawings 800 

Totals $34,260 $34,260 



Inventories: merchandise, $7120; insurance unexpired, $80; office supplies, $10; shipments, 
$1560. 

Allow for the following: depreciation of office equipment, 10%; Real Estate, 4%; Horse and 
Wagon, 10%; loss by bad debt, $40. 



From the above trial balance prepare a Balance Sheet. Calculate interest on partners* in- 
vestments and drawings, and adjust through Drawings accoimt, leaving capital accounts \mdis- 
turbed. 

Prepare a Trading Account and a Profit and Loss Statement. Make Journal entries for 
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closing the books in accordance with the results shown by the above statements; transferring the 
net gain or loss to the Drawings account. 

Show Knight's Drawing accoimt, the Merchandise account, and the Loss and Gain account 
after closing. 

Shaw & Co., a partnership conducting a manufacturing business, conclude to incorporate. 
The firm has the following assets and liabilities: 

Cash $5,000 Accounts Payable $20,000 

Accoimts Receivable 30,000 Shaw, capital 45,000 

Plant and simdry assets 165,000 Mace, capital 45,000 

Laird, capital 45,000 

Page, capital 45,000 



$200,000 $200,000 

They incorporate the Shaw Manufacturing Co. with an authorized capital of $200,000, divided 
into 1000 shares of 7% preferred stock and 1000 shares of common stock, both classes of stock at 
$100 par value. Each partner is to receive $25,000 of the preferred stock and $20,000 of the com- 
mon stock for his share in the business. The remainder of the stock is to be held for sale. 



Make Journal entries for the following: 

The partnership books are to be closed. 

The corporation books are to be opened. 

Each of the four shareholders donates to the corporation $5000 of the common stock to be sold 
at such price as wiU produce immediate cash capital. 

Sold the donated stock at 95, for half cash and half note. 

Sold for cash 50 shares common stock at 105. 

The net profits for the year were $17,000. 

A dividend was declared on the preferred stock, and a dividend of 6% was declared on the shares 
of common stock outstanding. 

At the end of the second year all stock had been sold. The net profits were $11,000. To declare 
the preferred dividend and a dividend of 6% on the common stock, it became necessary to apply 
profits earned during the preceding year. 

A bond issue of $50,000 was authorized. At the end of three months 10,000 of the bonds were 
sold at 101 and accrued interest amoimting to $125. 

Three months later 10,000 of bonds were sold at 98 and accrued interest, $250. At the end 
of the year bond interest was paid, $1500. $2,498.75 was set aside as the first installment of the 
sinking fund. 

Explain ** going inventory,*' ** physical inventory." 

What is meant by '* unit billing " and by ** condensed " billing? Under what conditions is 
each to be recommended? 

Define '* fixed assets," ** current assets," ** fixed liabilities," " ciurent liabilities." Give two 
illustrations of each. 

EXERCISE 39 

BOSTON EXAMINATION, 1912 
Bookkeeping — Part I. (Sixty Points.) 

Date of trial balance, December 31, 1911. 

A H. Dane, Capital, $10,000; C. E. Freeman, Capital, $8000; Inventory, January 1, 1911, 
$14,000; Merchandise Purchases, $30,000; Accounts Receivable, $3720; Traveling Expenses, $200; 
Return Sales, $1000; Store Equipment, $1200; Salaries and Help, $1800; Sales, $41,000; Interest 
(on bills payable), $75; Collections and Exchange, $5; Insurance, $100; Purchase Discoimts, $350; 
Real Estate, $5000; Freight, $110; Bills Receivable, $900; Horses and Wagons, $840; Stable Ex- 
pense, $1400; Bills Payable, $1500; Cash, $1320; Rox Knitting Mills Stock, $1000; Dividend. 
R. K. M. Stock, $70; Discounts on Sales, $400; Inventory, December 31, 1911, $8000; Rents Re- 
ceived, $300; Accoimts Payable, $1460; Mortgages Payable, $2000; Store Expense, $1610. 



ELEMENTS OF ACCOUNTS 

Store equipment has depreciated in value 7%; unexpired insurance amounts to $50; a n<X 
$75 is worthless; taxes for one year are due, but impaid, $250. 
(a) Form a trial balance of the above items. 
(6) Make a loss and gain statement on right and left pages of a sheet of Journal paper. .^ 

(c) Make a statement of resources and liabilities on right and left pages of Jotimal paper. 

(d) Make closing entries through the Jotimal. The partners are to share gains or losses equally, / ( ^ 
the net amoimt being carried to their capital accounts. 

Bookkeeping — Part n. (Sixty points.) 

1. Show a form of bank reconciliation on Check Book stub with five checks outstanding. 
Provide all amounts. 

2. During a coal famine a mercantile concern that had a large supply of fuel, purchased at $6 
per ton, and charged to expense account. Sold fifty tons of coal at $12 per ton. Discuss and make 
an entry with adequate explanations. 

3. The Regal Lamp Company, Birmingham, consign, on December 15, to M. Marconi of 
Milano, 500 ** Radiant " Electric Lamps, invoiced at 18s. each, and pay freight, £5 18s. 6d., and 
insurance, £2 15s. One himdred and twenty-five lamps were damaged by storm, and M. Marconi 
receives £72 in settlement from tmderwriters. He sells 250 lamps for £240, and on January 30 
sends accoimt sales and bankers* draft for balance due to consignors, after charging his agency 
expenses £5 10s. and commission, £15 12s. Give the entries as they would appear in the Regal 
Lamp Company's Ledger. 

4. What do you imderstand by ** good will '' ? Does it appear on the books as an asset or a 
liability, and how is its valuation determined? 

5. Describe the best method you know for handling such payments of cash as must necessarily 
be paid from the drawer and not by check. 

6. If an auditor were to examine your books, what is there to convince him that you have 
properly accounted for every cent received and paid? Make your explanation complete. 

7. In Massachusetts, what books does the Business Corporation Law require to be kept? 

8. If you were bookkeeper for a large corporation in which there were at least two daily stock 
transfers, how would you keep a record of the shareholders and their holdings? Show the form of 
any special book required. 

EXERCISE 40 

WONDER MACHINE SHOE COMPANY 

(Boston Ezaminationi 1914) 

From the trial balance of the Wonder Machine Shoe Company prepare a balance sheet and 
statement with sections showing manufacturing costs, trading results and profit and loss. 

Reserve for the depreciation of machinery, 10%; of tools, 10%; of lasts and patterns, 20%. 
Reserve for loss from bad debts an amount that, when added to the reserve for that purpose already 
in force, will make the sum 1% of the book accoimts. 

InventorieSi December 31| 1913 

Raw Materials $5,397.24 

Factory Supplies 820.20 

Fuel 1,592.17 

Goods in Process 18,493.12 

Finished Goods 8,898.61 

Interest Accrued on Notes held 37.00 

Interest Accrued on Notes outstanding 55.00 . 

Work done with a pencil, and rulings made freehand will be accepted. 

Trial Balance, December 31, 1913 

Real Estate $81,035.00 

Machinery and Equipment 57,750.00 

Tools 5,259.00 

Lasts and Patterns 35,260.00 

Office Equipment 3,396.00 
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Raw Materials, Inventory, January 1 $14,378.40 

Goods in Process 23,631.50 

Finished Goods 15,686.31 

Accounts Receivable 62,316.50 

Bills Receivable 4,388.45 

Cash 22,902.63 

Good-Will 30,000.00 

Reserve for Depreciation of Lasts and Patterns $15,411.75 

Reserve for Bad Debts 361.22 

Accounts Payable 18.580.70 

Bills Payable 6,500.00 

Capital Stock 200,000.00 

Surplus 7,329.46 

Mortgages Payable 20,000.00 

Sales 419,752.35 

Discount on Purchases 7,290.40 

Factory Supplies 8,817.62 

Raw Material Purchases 145,481.69 

Labor 110,371.84 

Freight Inward 1,845.25 

Indirect Labor 5,193.00 

Manufacturing Expenses 14,280.30 

SeUing Expenses 25,792.65 

General Expenses 16,123.75 

Interest 110.60 

Allowances to Customers 552.25 

Discount on Sales 8,818.75 

Collection and Exchange 340.81 

Return Sales 1,493.58 

$695,225.88 $695,225.88 

EXERCISE 41 

CHICAGO EXAMINATION FOR TEACHERS, 1915 

Accounting — High School — Major 

Theory Paper. Time: Three Hours. (A Practice Paper is to be written later) 

Noie, Penmanship and form will be regarded as important factors in determining the qualifications of appli- 
cants. 

The nimibering of question and answer must agree. 

I 

What are the objections to making petty cash disbursements in actual cash from the regular 
cash receipts? Outline a modem and scientific method of handling such items. 

II 
In corporation work what accounts appear temporarily upon the books? Under what cir- 
cumstances will they be discontinued? 

Ill 
(a) What is an intangible asset? 
(6) Give at least four illustrations. 

(c) How will any increase or reduction in the value of such assets be shown in the Ledger? 

(d) What abuses are apt to develop in connection with such assets? 

IV 
Explain the following points with reference to assets of doubtful value: 

1. How handled in making out a balance sheet. 

2. How closed in case it is decided to carry them no longer on the books. 

3. The required bookkeeping in case they finally turn out to be good. 
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V 
(a) What is meant by closing one account into another? 

(6) Name all of the circumstances under which this is done, and state the explicit object in 
each case. 

VI 
(a) In what respects is the proprietor's investment account different from the capital stock 
account? 

(6) Are there any good reasons why investment and capitalization should not be the same? 
Give reasons for your answer. 

VII 

(a) How does cost accounting differ from bookkeeping? 

(b) How are cost records usually kept? 

(c) How may these records be used to the advantage of the business? 

(d) Give what you consider a scientific system of diffusing or distributing overhead expenses. 

VIII 

In a bookkeeping class consisting of thirty pupils, where the work is to be done in the class 
room, would you keep all members of the class together or would you permit each pupil to proceed 
with the work as rapidly as his ability would warrant? Give reasons for reply. 

IX 

First-year high school pupils are conceded to be immature and inaccurate. What would be 
your plan of keeping a check upon their work with a view to getting the best possible results from 
the standpoint of neatness and accuracy? 

X 

(a) What, in your judgment, is the proper apportionment of time between the recitation and 
practice work? 

(6) How may bookkeeping best be taught with a view of developing the reasoning powers of 
the pupil? 

(c) Copying is often resorted to by dishonest and backward pupils. How would you detect 
this and break up the practice? 

Accounting — High School — Major 

Practice paper. Time: Two Hours 

Note. Penmanship and form will be regarded as important factors in determining the qualifications of appli- 
cants. 

The numbering of question and answer must agree. 

I 

(a) Write up and close, with two inventories, a general expense accoimt into which at least 
three other accoimts have been closed. 

Furnish your own data for this exercise. 

(6) Explain each item n the accoimt. 

II 

The old-fashioned method of handling a merchandise accotmt was this: 

The account was debited with the original inventory and the subsequent purchases. It was 
credited with the sales. Criticize this method of handling the accoimt and outline a better one. 
Illustrate by means of Ledger forms. 

Ill 

Furnish your own data and work out a shipment account and the corresponding consignment 
account of the commission merchant. 

IV 

A, B and C are partners in a general merchandise business. Their assets are as follows: Cash, 
$5449.86; merchandise, $20,000; real estate, $6000; fixtures, $2000; accounts receivable, $1000. 
The balance sheet shows that A's interest is $12,560.28; B*s, $10,460.95; C's, $11,428.63. They have 
decided to incorporate the business for $50,000, each taking $10,000 worth of stock in the new 
enterprise and withdrawing the balance of his interest in cash. D, E, F and G have subscribed for 
the remaining $20,000 of stock, each agreeing to take $5000 worth, and to pay for it in cash. Make 
the entries required for closing up the partnership books, and the opening entries for the corporation. 
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V 

Make out a balance sheet from the information ftimished by the following trial balance and 
statement of conditions: 

J. W. Brown, Partner $100.00 $5,689.28 

E. B. Smith, Partner 150.00 5,728.59 

Merchandise 21,568.92 19,568.39 

Expense 569.81 15.25 

Fixtures 750.00 

Notes Receivable 865.90 315.28 

Interest 28.65 48.50 

Notes Payable 100.00 450.00 

Accoimts Payable 530.00 

Accoimts Receivable 1,851.62 

United States Bonds 2,000.00 

Shipment to D. A. Ford & Co 875.00 950.00 

Real Estate 850.00 

Cash 3,585.39 

$33,295.29 $33,295.29 
Inventories: Merchandise, $6289.38; expense debit inventory, $75.50; credit inventory, $40.92; 

fixtures, $685; interest debit inventory, $12.59; credit inventory, $15.82; United States Bonds, 

$2050.75; real estate, $900. 

A reduction of 2% is to be allowed on accounjbs receivable on account of bad debts. The partners 

are to share equally in the gains. 

EXERCISE 42 

EXAMINATION TO QUALIFY FOR POSITION AS TEACHER OF COMMERCIAL 

SUBJECTS IN THE HIGH SCHOOLS 

Newark, New Jersey, May 3, 1913 

Parti 

Bookkeeping — Section I 

Make entries for the following: (Unrelated transactions except as noted.) 

April 1, 1913. Henry J. Adams and Frank Smalley have been conducting a grocery and a china 
business respectively, and have decided to form a partnership imder the firm name of Adams and 
Smalley, and combine their businesses Adams owns the building he occupies, which will be used by 
the combined business and is valued at $10,000, with a mortgage on the same of $6000 on which 
interest has been paid up to January 1. His stock is worth $4500, he holds a note against James 
Brown for $500 with interest, dated December 1, 1912, a note against Joseph Smith due in 45 days 
for $400, and has accounts against customers for $1800. He owes an accoimt of $1500, and a note 
in favor of Brown Brothers for $600, due in 60 days. He invests the above at their present value, 
together with cash to make his net investment $10,000. Smalley invests his stock valued at $7500, 
his horse and wagon worth $500, and cash $2000. 

April 5. You hold a note for $300 against H. Dunning due today. He pays cash $150, and 
gives a new note at 30 days for $176 to cover balance of note and interest. 

April 7. Your note favor of E. Harris for $500 with interest at 6 months is due today. You 
pay him cash $100, give him James Small's note due in 90 days for $300, for which he allows you 
the proceeds. He agrees to wait 15 days for the balance. 

April 8. Buy of H. W. Harrison merchandise $650. Give him in payment Dtmning's note 
received the 5th inst., less discount for tmexpired time, a draft at sight on A. C. Yates for $250, 
and your check for the balance. 

April 10. Exchange notes at 30 days for $250 with Charles F. Clark for his accommodation. 

April 12. The bank has notified you that A. C. Yates' note for $300 due today, which you 
left for collection, had been dishonored. Protest fees $1.50 which you pay in cash. 

April 14. Sell H. O. Sibley merchandise to the amotmt of $475. Receive in payment his note 
at 60 days for $250 with interest added, a sight draft on W. W. Clark for $100, and a New York 
draft for the balance. 
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April 16. W. W. Clark has refused to accept the draft drawn on him by Mr. Sibley in your 
favor the 14th inst. and you rettim the draft to Mr. Sibley. 

April 18. You have shipped merchandise costing you $75, to Schmidt and Co. of New York 
to be sold on your account and risk, accompanied by a sight draft for $200. Prepaid freight on the 
shipment $17.80. 

April 21. Schmidt and Co. have returned your draft with a letter stating that they are in 
financial diflBculty and imable to pay it. You have asked the railway company to rettim the goods 
to you. 

April 25. You sent Charles Maybury yesterday your 30-day note for $165, and have dis- 
covered today that by mistake you debited Notes Receivable and credited Maybury. 

April 30. Paid cash for show cases for store, $50; for repairing delivery wagon, $12; for book- 
keeper's salary, $80; for building addition to bam, $650; for telephone bill, $3.50; for hay and grain 
for horse, $18; for new hamess, $40. 

Section n 

From the following information, prepare 

(a) Trading and Profit and Loss Statements. 

(jb) Balance Sheet. 

(c) Joiimal entries to close the Ledger. 

The trial balance of Holmes and West on December 31, 1912, is as follows: C. B. Holmes, 
Capital Account, $16,276.18; N. M. West, Capital Accotmt, $8138.09; Notes Receivable, $3976.49; 
Accounts Receivable, $13,649.13; Notes Payable, $2698.47; Accounts Payable, $5748.35; Cash, 
$7165.77; Furniture and Fixtures, $967.25; Delivery Equipment, $4475; Insurance, $118.25; Petty 
Cash Drawer, $200; Simdry Resource Inventories, $112.06; Simdry Liability Inventories, $27.45; 
Inventory Account, $3678.14; Purchases, $26,495.03; Rettimed Purchases, $184.41; Piu-chase Re- 
bates and Allowances, $37.41; Sales, $30,291.89; Rettimed Sales, $77.16; Warehouse Supplies, 
$176.19; Warehouse Labor, $180.50; Freight In, $769.19; Freight Out, $177.23; Sales Rebates and 
Allowances, $79.16; Sales Discounts, $704.52; Purchase Discotmts, $698.12; Expense, $756.39; 
Selling Expense, $195.14; Delivery Expense, $113.50; Traveling Expense, $53.82; Interest on 
Notes Receivable, $27.14; Insurance Expense, $10.75; J. D. Mason, Salesman, Cr., $3.16. The 
Merchandise Inventory at the time of closing is $5227.86. 

Section m 

1. In what way does the trial balance made immediately before the books are closed differ 
as to amoimts and contents from the trial balance made immediately after the books are closed? 

2. What effect will each of the following errors have on the books, as to accoimts affected, 
trial balance and statements? 

(a) Error in calculating a bill of goods for a customer. 

(b) Omission of a Jotimal entry crediting a note received on accoimt. 

(c) Posting a credit entry twice. 

(d) Posting an amotmt to the wrong side of an accoimt. 

(e) Error in adding the sales book. 

(J) Neglecting to bring down a balance of an account. 

3. Give your opinion as to the merits or demerits of each of the following: (a) Voucher system 
of handling payments. (6) Special columns in books of original entry, (c) Loose-leaf records, (d) 
Card Ledgers. 

EXERCISE 43 

EXAMINATION FOR LICENSE TO TEACH IN HIGH SCHOOLS, 

COMMERCDVL BRANCHES 

Department of Education. The City of New York 

November, 1911 

Bookkeeping 

1. Prepare a Profit and Loss Statement and Balance Sheet from the following Trial Balance: 

Trial Balance, December 31, 1910 

W. W. Smith, Capital Account $25,000 

J. J. Brown, Capital Account 15,000 

Cash $9,000 
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Inventory, January 1, 1910 $10,500 

Sales $80,000 

Returned Goods 1,000 

Discounts Allowed on Sales 1,500 

Notes Receivable 15,000 

Purchases 45,000 

Discounts Allowed on Piu'chases 1,400 

Salaries 6,500 

Reserve for Bad Debts 600 

Accounts Payable 8,000 

Real Estate. 50,000 

Fimiiture and Fixtures 2,000 

Mortgage Payable 20,000 

Insurance and Taxes 1,200 

Repairs 600 

Advertising 1,500 

Officers* Salaries 2,000 

Freight Inward 800 

Interest 870 

Reserve for Depreciation on Buildings 1,500 

W. W. Smithes Drawing Account 2,700 

J. J. Brown's Drawing Account 1,330 

$151,500 $151,500 
Value of goods on hand, December 31, 1910, $15,000; salaries due and not paid, $150; insurance 
and taxes prepaid, $200; reserve for bad debts on accounts received, 2%; depreciation on real es- 
tate, 2%; profits apportioned: Smith, /4\ Brown, %\ no interest allowed on capital or charged on 
withdrawals. (40) 

2. Define (a) fixed assets and (b) floating, or circulating assets ; and give two illustrations of each. (10) 

3. A firm has a branch house, which receives all goods from the head office, but keeps its own 
Sales Ledger, collects all bills from customers and forwards the total of cash to the head office 
each day. All wages and expenses are paid by the head office. 

From the following, supplied by the branch house, show the branch house account in the head 
office Ledger: 

Cash Received from Customers $13,190 

Cash Sales 7,100 

Goods at Commencement 2,700 

Goods at End 3,100 

Personal Accounts Receivable at Commencement 6,250 

Personal Accounts Receivable at End 7,650 

Goods Received 10,600 

Rent and Taxes '. 400 

Wages 1.600 

Expenses 300 (15) 

4. Define contingent liabilities and give at least one example. (5) 

5. A. E. White and R. W. Dale have been conducting a partnership business. White buys out 
Dale January 1, 1911, agreeing to pay him $8000 cash for his share of the assets and good-will of 
the business as it now stands, and to assttme the Uabilities. 

The following is the Balance Sheet of the firm of White and Dale: 

Balance Sheet, December 31, 1910 

Cash $2,900 Personal Accoimt Pay $2,500 

Personal Account Receivable 10,000 White's Capital Account 7,500 

Inventory 1,000 Dale's Account 5,000 

Furniture and Fixtures 600 

Chattels 500 

$15,000 $15,000 



ELEMENTS OF ACCOUNTS 113 

Raise Ledger accoimts showing the Capital accoimt after the transfer resulting from the sale 
is completed. (15) 

6. (a) Define Cost Accounts and explain their relation to the regular (financial) accounts. 

(b) Define depreciation, and explain the advantage in keeping a depreciation account. 

(c) Explain Subscription Book (of a stock company) and its relation, if any, to the main 
Ledger. (15) 

EXERCISE 44 

EXAMINATION FOR LICENSE TO TEACH IN HIGH SCHOOLS 

Department of Education, City of New York 

December, 1912 

Commercial Branches — Bookkeeping 

Time: Three Hours. Candidate's No 

1. A trial balance of the Brown Manufacturing Company on January 1, 1912, after closing 
the books was as follows: 

Trial Balance, Brown Mantifacturing Co., January 1, 1912 

Capital Stock Authorized $250,000 

Unsubscribed Stock $20,000 

Surplus 3,000 

Plant and Machinery 178,000 

Ftimiture and Fixtures 4,500 

Raw Material, Inventory January 1 48,000 

Finished Goods, Inventory January 1 5,000 

Fuel, Light and Oil, Inventory January 1 1,125 

Office Supplies, Factory, Inventory January 1 300 

Office Supplies, Selling Office, January 1 275 

Notes Receivable 20,000 

Accounts Receivable 39,000 

Cash 5,300 

Notes Payable 12,000 

Accounts Payable 29,500 

Reserve for Bad Debts and Notes 1,000 

Reserve for Plant and Machinery 26,000 

$321,500 $321,500 

During the six months following, the voltime of business transacted was: 

Purchases of Raw Material for Cash $2,000 

Purchases of Raw Material on Account 325,000 

Notes Issued to Creditors on Accotmt 42,000 

Sales of Finished Product for Cash 15,000 

Sales of Finished Product on Account 375,000 

Notes Received from Customers on Accoimt 70,000 

Goods Returned from Customers 2,650 

Discoimt on Sales 1,600 

Raw Material Retimied 5,875 

Discount on Purchases 1,900 

Cash Received from Customers on Accotmt 294,000 

(In addition to the above receipts, one customer who owed $1400 paid 50i on the dollar, 
balance lost.) 

Notes Receivable Discotmted at Bank, Face 21,000 

Discount on above Notes 450 

Notes Receivable and Interest Paid at Maturity: 

Face of Notes 52,000 

Interest 600 
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Notes Payable and Interest paid at Maturity: 

Face $45,000 

Interest 850 

Cash paid to Creditors 198,400 

Other transactions were, cash payments as follows: 

Freight and Cartage In $666 

Freight and Cartage Out 400 

Insurance on Plant and Machinery 1,200 

Maintenance and Repairs 6,200 

Factory Salaries 7,400 

Direct Labor 80,500 

Indirect Labor 5,000 

Fuel, Light and Oil .* 2,275 

General Expense, Factory 900 

Selling Expense 13,000 

Advertising 2,000 

Legal Services 350 

A regular quarterly dividend of 2% on the outstanding stock was declared and paid. 

Construct a trial balance of totals as of June 30, 1912. (30) 

2. Prepare a manufacturing, trading and profit and loss statement from yowr trial balance 
in question, giving due consideration to the following facts: 

Inventories, June 30, 1912 

Finished Goods $10,500 

Raw Material 25,000 

Insurance Unexpired 800 

Direct Labor Unpaid 600 

Fuel and Oil 150 

Furniture and Fixtures, Book Value less 10% 

Interest Accrued on Notes Receivable 47 

Interest Accrued on Notes Payable 38 

Provide for 5% depreciation on plant and machinery, and 2% for reserve for bad debts and 
notes. (50) 

3. Discuss the subject of bookkeeping with reference to the following: (a) its value as a voca- 
tional sludy, (6) as involving the principles of business organization and administration, (c) as a 
means of acquiring a knowledge of business customs and procedtue, and (d) as an agency of con- 
structive mental discipline. Where should you place the emphasis in teaching the subject? Give 
reasons. (20) 

EXERCISE 45 

May 11, 1915 

CITY OF NEW YORK 

EXAMINATION FOR LICENSE TO TEACH IN HIGH SCHOOLS, APRIL, 1915 

Bookkeeping 

Time: Three Hours 

1. On January 7, 1915, when balancing Cash, you foimd that you had $153.75 more cash than 
was called for by your books. Part of it was due to the following, which you corrected: Duplicated 
an entry on the credit side for $12 paid for postage; an error of $10 in adding, making the debit 
side that much too small, (a) Not being able to locate any more errors, you make necessary entry 
to make cash balance. (6) On January 15, you recalled a cash sale of $14.50 made on January 7, 
but not recorded, (c) On February 7, A. B. Potter returned you statement of his account, saying 
that he had paid $75 on January 7, for which you failed to credit him. Make all necessary entries 
to adjust items (a), (6) and {c), (15) 

2. A and B have been partners for one year. Their books have been kept^by single entry. 
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From the following facts make suitable entries to adjust the loss or gain and to change the books 
to double entry, continuing the old Ledger: 

A invested $32,690 and withdrew $3500. 

B invested $14,010 and withdrew $500. 

Cash on Hand $7,200 

Accotmts Payable 9,734 

Accounts Receivable 12,455 

Notes Receivable 2,150 

Notes Payable 3,366 

Real Estate. 8,400 

Plant .' 11,200 

Merchandise on Hand 22,200 

Becatise of tmequal investments, it is agreed to share gains and losses in proportions of 7 and 
3.* (25) 

3. C and D began business as partners on April 1, 1914. On March 30, 1915, their books showed 
the following balances: 

Cash $4,312.00 

Petty Cash 64.50 

Mdse. Inventory, April 1, 1914 2,500.00 

C's Private Account 200.00 

Purchases 18,000.00 

Purchases Returned $325.00 

Discount on Purchases 180.00 

Sales 31,181.50 

Sales Returned 400.00 

Accounts Receivable 7,000.00 

Accounts Payable 3,800.00 

Notes Receivable 5,000.00 

Notes Receivable Discounted 1,000.00 

Notes Payable 2,500.00 

Rent 1,200.00 

Office Furniture 1,350.00 

Advertising 2,000.00 

General Expense 3,600.00 

Salesmen's Salaries 2,000.00 

Office Help 1,300.00 

Discount on Notes 60.00 

C's Capital 5,000.00 

D's Capital 5,000.00 

The following facts have been ascertained: 

Mdse. on hand, valued at $6280. 

Office furniture valued at $800. 

Rent at $100 per month paid to May 1, 1915. Light and other petty expenses for current month 
for which no bills have been rendered are estimated at $150. 

Salesmen's salaries earned but not paid, $310. 

From the above facts prepare: 

(a) Balance Sheet, showing present worth of each partner. 

(6) Trading and Profit and Loss Statement, showing loss or gain of each partner. (30) 

4. Mention what you consider to be the three most valuable results to be obtained from the 
study of bookkeeping, aside from a technical knowledge of the subject itself. State briefly what 
means should be employed in teaching bookkeeping, to increase for the pupil each of these incidental 
values. (30) 
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